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FOREWORD

This Regulation is reissued under authority of DoD Directive
4140.1, "Materiel Management Policy," January 4, 1993. It
prescribes procedures on the uniform management of DoD materiel.
DoD 4140.1-R, “DoD Materiel Management Regulation,” January 1993,
is hereby canceled.

This Regulation applies to the Office of the Secretary of Defense
(OSD) ; the Military Departments; the Joint Chiefs of Staff and
the Joint Staff; the Unified and Specified Commands; the
Inspector General of the Department of Defense (IG, DoD); the
Defense Agencies; and the DoD Field Activities (hereafter
referred to collectively as "the DoD Components").

This Regulation is effective immediately; it is mandatory for use
by all DoD Components.

Send recommended changes to this Regulation to:

Deputy Under Secretary of Defense (Logistics)
Room 3E114, 3500 Defense Pentagon
Washington, DC 20301-3500

The DoD Components may obtain copies of this Regulation through
their own publications channels. Approved for public release;
distribution unlimited. Authorized registered users may obtain
copies of this Publication from the Defense Technical Information
Center, 8725 John J. Kingman Road, Suite 0944, Fort Belvoir, VA
22060-6218. Other Federal Agencies and the public may obtain
copies from the U.S. Department of Commerce, National Technical
Information Service, 5285 Port Royal Road, Springfield, VA 22161.
Copies are also available via the World Wide Web at:
http://www.acqg.osd.mil/log/mdm/reg.htm

Jacques S. Gansler
Under Secretary of Defense
(Acquisition & Technology)
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Cl. CHAPTER 1

ACQUISITION MATERIEL MANAGEMENT

Cl.1. ACQUISITION INTERFACES

Cl.1l.1. Policy

Cl.1.1.1. For each weapon system acquisition program,
materiel managers shall designate a focal point to participate in
acquisition logistics planning. The focal point shall represent
the materiel management community on integrated product teams and
acquisition logistics management teams and provide supply
management contract requirements, technical and quality data, and
historical supply data, as required.

Cl.1.1.2. Materiel managers shall maintain historical
experience data, particularly comparisons between projected
quantitative factors developed during the acquisition processes
and actual experience. That data shall be organized to aid in
performing supportability analysis and other analyses during the
weapon system acquisition process.

Cl.1.1.3. Extrapolations and deviations from the
engineering data and logistics requirements developed during the
weapon system acquisition process shall be documented, including
the basis for any changes.

Cl.1.1.4. When an engineering change is being developed for
a weapon system that is organically supported, materiel managers
shall work with the developers of the change on items being
phased out of the system to avoid unnecessary future procurements
of such items.

Ccl.1.2. Procedures

Cl.1.2.1. Materiel management focal points shall ensure, as
follows, that:

Cl.1.2.1.1. They are participating members of the
acquisition logistics management team beginning in concept
exploration phase, and continuing into modifications and
engineering changes to weapon systems to ensure that inventory
managers have current information regarding acquisition and
support decisions applicable to systems that are changing or
being phased out.

Cl.1.2.1.2. They participate fully in the formulation of
supply concepts and the development of baseline comparison
systems by providing applicable historical data on similar and
predecessor systems.



cl.1.2.1.3. Weapon system solicitation documents (i.e.,
requests for proposals) including the statement of work and
contract data requirements lists adequately reflect the
requirement to minimize life-cycle cost of materiel support, as
defined by the materiel management focal point.

Cl.1.2.2. Materiel management focal points shall ensure
that provisioning goals and objectives consistent with system
readiness goals and objectives are provided for inclusion in the
logistics support plan beginning in the concept development
phase.

Cl.1.2.3. Materiel managers should participate with
Military Parts Control Advisory Groups and Command
Standardization Office representatives in the parts control
program established, in accordance with DoD 5000.2-R (reference
(d)). Emphasis should be placed on review of the program parts
selection list and the non-standard part approval reguest at or
before preliminary design review to ensure parts control and
standardization is being adequately applied.

Cl.1.2.4. Materiel managers shall maintain weapon system
application files containing actual weapon system experience data
that may be directly compared to predicted values used during the
system acquisition process for reliability, maintainability, and
system readiness. Measures of key supply system performance and
pipeline times shall also be maintained for use in logistics sup-
port analysis and other related analysis.

Cl.1.2.5. The comparative information in subparagraph
Cl.1.2.4., above, shall be provided to support logistics support
analysis efforts starting during the early concept exploration
phases. Those comparisons shall also be used to evaluate the
accuracy and effectiveness of supply support decisions.

Cc1.1.2.6. Materiel managers shall ensure that any proposed
changes to the engineering data or logistics planning are
documented and provided to the logistics manager for coordination
before implementation.

Cl.1.2.7. Logistics managers shall maintain an audit trail
of any changes that are made to include the rationale for change.
Applicable feedback shall be provided to the weapon system
manager and be maintained as a part of the weapon system
historical file.

Cl.2. PROVISIONING

Cl.2.1. Ppolicy

Cl.2.1.1. The DoD Components shall establish and pursue the
goal of provisioning sufficient support items to meet end item
readiness objectives at minimum investment cost.
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Cl.2.1.2. To measure the effectiveness of provisioning
performance, tools, and process improvement initiatives,
provisioning performance measures (quality standards) shall be
established.

Cl.2.1.3. Provisioning requirements and activities shall be
integrated within system acquisition processes.

Ccl.2.1.3.1. Materiel managers shall actively participate
in the logistics support program established within each
acquisition program office.

Ccl.2.1.3.2. Provisioning planning shall begin in the
concept exploration and program definition acquisition phases and
continue through the system acquisition process.

Cl.2.1.3.3. Materiel managers shall ensure that life
cycle supply support technical data requirements are assessed and
documented. The objective of provisioning technical data
management is timely access to all data required to identify and
acquire initial support items.

Cl.2.1.3.4. Maximum emphasis shall be placed on reducing
the variety of parts and associated documentation required by
weapon systems and/or end items.

¢l1.2.1.4. Materiel managers, together with other
acquisition and logistics managers, shall evaluate various supply
support concepts (e.g., organic and contractor; etc.) through the
logistic support analysis process to select the most cost-
effective supply support concept.

Cl.2.1.5. Contractor supply support and servicing
capabilities shall be used to the maximum extent possible when
cost effective.

Cl.2.1.6. Readiness-Based Sparing (RBS) shall be used for
weapon system support provisioning requirements computations so
that the resulting investment in supplies will meet end item
readiness objectives at minimum cost.

Cl.2.1.6.1. When it is not economically feasible to use
RBS models and processes, demand-based requirements determination
methodologies may be used. However, total stockage computed by
such methodologies shall not exceed l-year’s worth of projected
demand at each echelon in question.

Cl.2.1.6.2. When using demand based methodologies,
safety level quantities are not authorized for provisioning.

Ccl.2.1.7. Provisioning procurement actions shall be phased
based on weapon system and/or end item program development and
delivery schedules. Procurements should not be made until a lead




time before organic supported fielding of the weapon system or
end item.

Cl.2.1.8. Provisioning requirements extend through the
demand development period (DDP) for an item, which is the period
of time extending from the expected initial date of demand
support to a point in time when requirements may be forecast
using actual demands.

Cl1.2.1.8.1. The expected initial date of demand support
is equal to the preliminary operational capability date of the
weapon system plus the expected time until first demand (based on
reliability of item). For items only used in depot-level repair
of a higher assembly, the expected date should be the first
scheduled date for depot level repair of the higher assembly.

Cl.2.1.8.2. The DDP should be minimized to no more than
1 year when representative operating time exists, and should not
normally exceed 2 years. If sufficient representative operating
time has not been accumulated at the end of this period to adjust
the demand forecast, an evaluation may be made to extend the DDP
up to 3 more years, for a total DDP of 5 years.

Cl.2.2. Procedures
Cl.2.2.1. Provisioning Data Management
cl.2.2.1.1. Materiel managers shall provide logistics
managers with applicable provisioning data requirements to be
included in acquisition solicitation documents. Provisioning
data requirements are defined as Provisioning Technical
Documentation (PTD) and Engineering Data for Provisioning (EDFP).

Cl.2.2.1.1.1. Provisioning data shall be acquired to
do the following:

cl1.2.2.1.1.1.1. Assign Source, Maintenance, and
Recoverability (SM&R) coding.

Cl.2.2.1.1.1.2. Do provisioning screening.
Cl.2.2.1.1.1.3. Review for parts standardization.

Cl.2.2.1.1.1.4. Review for potential
interchangeability and substitutability.

Ccl.2.2.1.1.1.5. Assign Item Management Codes
(IMCs).

cl1.2.2.1.1.1.6. Prepare item identifications for
assigning National Stock Numbers (NSNs).

Cl.2.2.1.1.1.7. Prepare allowance and issue lists.
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Cl.2.2.1.1.1.8. Determine requirements.
cl.2.2.1.1.1.9. Procure for initial support.

cl.2.2.1.1.2. EDFP shall be tailored by the
provisioning activity to get product engineering drawings or
commercial drawings.

Ccl1.2.2.1.1.3. For joint Service acquisition programs,
uniform PTD and EDFP requirements should be established. The
materiel manager of the lead DoD Component shall coordinate
provisioning requirements with the supporting DoD Components so
that unnecessary duplication of data, formats, procedures, and
operations is avoided.

Ccl.2.2.1.1.4. Digital format is the preferred method
for generating and accepting PTD and EDFP.

Ccl.2.2.1.1.5. For Nondevelopmental Items (NDI),
contractor commercial data products should be used to the maximum
extent possible to satisfy provisioning data requirements.

Ccl.2.2.1.2. Materiel managers shall verify that acquired
PTD and EDFP is sufficient to support reprocurement of regquired
items. Data deficiencies should be identified and corrected
before the expiration of contractual obligations.

Cl.2.2.1.3. The DoD Components shall assign the uniform
SM&R codes prescribed by AR 700-82/0PNAVINST 4410.2/AFR 66-45/MCO
4400.120/DLAR 4100.6 (reference (e)). The Secretary of the Army
shall be responsible for the coordination, publication, and
maintenance of reference (e). For end items used by multiple
Services, coding decisions shall be coordinated among the users
to promote maximum inter-Service maintenance and supply support.

Cl.2.2.1.4. Uniform IMCs shall be assigned to support
items during provisioning as prescribed in DoD 4100.39-M
(reference (f)).

Ccl.2.2.1.5. During provisioning, materiel managers shall
ensure that provisioned support items are coded and reviewed for
shelf-life considerations, in accordance with the DoD Shelf-Life
Item Management Program (see subsection C5.3.5, below), the
procedures of DoD 4140.27-M, and the codes identified in DoD
4100.38-M (references (g) and (h)). Emphasis should be on
identification and use of non-hazardous items and longer shelf-
life items, where possible. The Director, Defense Logistics
Agency (DLA), shall be responsible for the coordination,
publication, and maintenance of reference (h).

Cl.2.2.2. Provisioning Screening

Cl.2.2.2.1. Manufacturer's part numbers and other
reference number data shall be screened during the provisioning




process, in accordance with reference (h) to prevent unnecessary
or duplicate items from entering the supply system.

Cl.2.2.2.2. When provisioning screening reveals that a
support item or an acceptable substitute item is already an
established item (that is, assigned an NSN), the requirement for
the item shall be filled from existing stocks or through normal
replenishment procurement.

Cl.2.2.2.3. The DoD Components shall facilitate
electronic access to Federal cataloging systems files by
contractors who are under current system development or
production contracts.

Cl.2.2.3. Provisioning Support Concepts

Cl.2.2.3.1. The selected supply support approach during
the provisioning period shall be based on cost effectiveness,
providing a balance between meeting readiness objectives and
minimizing life cycle cost, inventory management risk, and
logistics burden to the operational user.

Cl.2.2.3.2. When applicable, transition to organic
supply support should be planned as follows:

Cl.2.2.3.2.1. The transition schedule should be based
on design stability and supply support concept compatibility with
maintenance concepts and other logistics support elements.

Cl1.2.2.3.2.2. Contractor to organic supply support
transition and schedules should be consistent with the
system/equipment logistics support plan. Phased support
approaches are encouraged, allowing for the cost-effective
transition to organic supply support.

Cl.2.2.3.3 Procedural control over models and other
analytic approaches to select optimum life cycle supply support
concepts that are integrated with overall logistics and system
support concepts shall be retained at the headquarters of the DoD
Component.

Cl.2.2.3.4. Maximum utilization of contractor supply
support shall be considered. Explicit candidates for contractor
supply support are items during the early production period when
they are of poor reliability or unstable design, they have a high
unit cost and require substantial initial investment, or the
probability of design obsolescence or expensive modification is
high.

Cl.2.2.3.5. For NDI or end items procured in small
quantities, the preferred method of supply support is reliance on
commercial sources.

Cl.2.2.4. Provisioning Requirements Determination
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Ccl.2.2.4.1. For cost-effective weapon system support
provisioning, requirements for spare and repair parts shall be
computed through a RBS requirements determination process.

Cl.2.2.4.1.1. RBS processes require the establishment
of an optimum range and quantity of spare and repair parts at all
stockage and user locations to meet approved, quantifiable,
weapon system readiness, operational availability, or fully
mission capable objectives.

Cl.2.2.4.1.2. RBS requirements processes shall be
compatible with replenishment requirements determination models.

c1.2.2.4.1.3. Procedural control over RBS models and
processes shall be retained at the headquarters of the DoD
Component.

Ccil.2.2.4.2. Demand based methodologies may be used for
non-weapon system support provisioning, where readiness
requirements for systems or end items are not stated, where data
is not available for input to RBS models, or where the
application of RBS approaches is not cost-effective.

Cl.2.2.4.2.1. Those methodologies are categorized as
"demand based" because the forecast of annual demands forms the
basis for determining that stockage is economical at respective
support levels.

Cl.2.2.4.2.2. When using demand based sparing
processes, an approach of minimizing the costs of achieving a
targeted supply performance goal shall be used.

Cl.2.2.4.3. Requirements for provisioned items shall be
computed using the latest end item program or delivery data and
projected mature maintenance replacement rates.

Cl.2.2.4.4. Calculated risks may be taken during the
provisioning period by deferring procurement of partial
quantities of computed requirements for selected spare and repair
parts when program uncertainties or other circumstances make such
risks acceptable in the context of available resources and
readiness goals.

Cl.2.2.4.5. The DoD Components shall retain
documentation that portrays how contractor and Government factors
were evaluated and used in determining provisioning requirements.
(See paragraphs Cl1.1.2.6. and Cl1.1.2.7., above)

Cl.2.2.4.6. Contractors may be requested to give
recommendations on the range and quantity of support items
required.




cl.2.2.4.7. When an established item is managed by a DoD
Component other than the provisioning DoD Component, the
provisioning DoD Component shall register the requirement with
the Integrated Materiel Manager (IMM) by submitting Supply
Support Requests (SSRs) for consumable items, in accordance with
DoD 4140.26-M, and by submitting Nonconsumable Item Materiel
Support Requests (NIMSRs) for reparable items, in accordance with
AMC-R 700-99/NAVSUPINST 4790.7/AFLCR 400-21/MCO P4410.22C
(references (i) and (3j)).

cl.2.2.4.7.1. The SSR and NIMSR process is designed to
provide IMMs with an estimate of the time-phased requirements
necessary to support weapon systems as they are activated. To
this end, SSRs and NIMSRs submitted to IMMs should be provided
with a forecasted 12-month requirement, identify how the
requirement is computed, and be based on average program
requirements during the DDP.

cl1.2.2.4.7.2. IMMs shall only make adjustments to
requirements provided by the using DoD Components on the basis of
affordability. Such adjustments shall reflect the dollar savings
resulting from the change and the impact on system/equipment
readiness.

Ccl.2.2.4.8. Items for which anticipated demands are
insufficient to justify stockage on an economic basis shall not
be stocked unless required as limited demand or insurance items.
(See paragraphs C3.3.2.1.6. and C3.3.2.2.1., below)

Cl.2.2.5. Procuring Provisioned Support Items

cl1.2.2.5.1. Provisioning retail procurement levels
should be developed based on end item density factors and site
activation schedules.

Cl.2.2.5.2. Provisioning wholesale procurement levels
should be developed based on a time-weighted average month's
program, which is the average number of end items supported each
month.

Cl1.2.2.5.3. The procuring DoD Component may authorize
contractors, in advance of formal procurement, to release limited
quantities of long lead time support items (those items which due
to their complexity of design, complicated manufacturing
processes, or limited production require early ordering to ensure
timely delivery).

Cl.2.2.5.4. Incremental release of procurement orders
for provisioned support items should be executed so that the
obligation of funds is made on the basis of the procurement lead
time required to ensure that the support items arrive for the
scheduled initial outfitting support dates. When it is found to
be uneconomical to release orders incrementally, this method may
be waived by the procuring DoD Component.
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Ccl.2.2.5.5. DoD materiel managers, in cooperation with
program managers, shall arrange for the acquisition of initial
spares, as well as replenishment spares, as early in the
production process as possible.

c1.2.2.6. QD_E

Cl.2.2.6.1. During the DDP, new item demand is
forecasted using an engineering estimate because representative
operating time is not yet sufficient to adjust this estimate with
historical data. Once representative operating time is
sufficient (the DDP has ended), the weight on the engineering
estimate shall decrease. The objective of that procedure is to
ensure that increasing consideration is given to actual demand
data as opposed to provisioning estimates.

Cl.2.2.6.2. When interim contractor support (ICS) is
employed, materiel managers shall identify the necessary usage
data to be collected by the contractor and delivered to the
Government in a format compatible with the automated system used
in the Government's requirements determination process. The
contractor's usage data, rather than engineering estimates, shall
be used to forecast replenishment spare and repair parts
requirements when considered representative. Possession of the
contractor's usage data may eliminate the need to establish a DDP
upon transition to organic support. The DDP could actually occur
during ICS.

Cl.2.2.6.3. Preferably the DDP should be measured
against an equipment operating standard (hours, miles, and
rounds; etc.) instead of calendar time. If that is not
possible, a traditional calendar-based DDP may be employed.

Ccl.2.2.6.4. Whether using a calendar-based or operating
standard-based DDP, once sufficient representative operating time
exists to adjust demand forecasts (or after 5 years, the maximum
DDP), stockage, requirements, and retention should be based on
actual usage data.

Cl.2.2.6.5. The DoD Components shall develop
methodologies for statistically validating actual usage
experienced during the DDP. In the event the actual usage data
is judged to not be statistically valid, the materiel manager
shall continue to base demand estimates for replenishment on both
engineering estimates and actual usage data until statistically
valid data is obtained.

Cl.2.2.6.6. After the DDP for support items is
completed, increases in end item density or operating usage
should not be the basis for further procurement of initial
spares. Those requirements should be considered replenishment
spares and should be satisfied using the requirements process
outlined in Chapter 3.



Ccl1.2.2.7. Provisioning Performance Measures

'C1.2.2.7.1. The DoD Components shall develop and
maintain provisioning performance measures.

cl.2.2.7.2. Measurement criteria should include the
following:

cl.2.2.7.2.1. Assessment of provisioning contribution
to achievement of readiness objectives.

cl.2.2.7.2.2. Accuracy of provisioning buys.
Ccl.2.2.7.2.3. Ability to meet provisioning milestones.
cl1.2.2.7.2.4. Accuracy of provisioning documentation.

ci1.2.2.7.2.5. Inventory efficiency as measured by
minimized inactive inventories.

Cl.3. QUALITY PROGRAMS

Cl.3.1. Policy. Only secondary items that conform fully to
contract specifications shall enter the DoD supply system.

Cl.3.2. Procedures

C¢1.3.2.1. The DoD Components shall establish and implement
quality programs to ensure the quality of secondary items and
conformance to contract specifications.

Cl1.3.2.2. Such programs shall apply to all applicable
segments of the acquisition process. Acquisition process
segments include, but are not limited to, pre-contract award,
contract award, contract administration, supply management, and
feedback.

Cl.3.2.3. The DoD Components shall develop action plans to
correct deficiencies identified in the gquality process and ensure
continuous improvement in the quality of secondary items. Those
plans should include performance measures and milestones in
applicable acquisition phases and document actions and
accomplishments that carry out quality program objectives.

Cl.3.2.4. Applicable quality assurance methods shall be
used to ensure that items conform to contract and technical
requirements. Such methods include contractor selection and
qualification programs; proper selection and application of
contractual quality requirements; pre-award surveys; Government
inspection at source or destination; and pre-acceptance and post-
acceptance and post-acceptance testing.

10
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Cl1.3.2.5. Such quality assurance techniques and testing
should stress conformance of critical application items to
contract and technical requirements. Particular attention should
be given to past performance when allocating quality assurance
and testing resources among contractors and items.

Ccl1.3.2.6. Items not conforming to contract specifications
shall be identified and corrective actions shall be taken under
the provisions of the contract. Quality assurance is described
in Part 46 of the FAR and Part 246 of the DFARS (references (k)
and (1)).

Cl1.3.2.7. The DoD Components shall establish criteria and
methods to identify contractors who consistently fail to meet
contract requirements and prevent future contract awards to such
contractors.

Cl.3.2.8. The DoD Components shall measure the quality of
secondary items and document trends in item nonconformance.
Particular emphasis shall be placed on the measurement and
documentation of trends for "critical nonconformance" and "major
nonconformance" as defined in reference (1).

Ccl1.3.2.9. Distribution depots and storage locations shall
establish quality methods to verify that items accepted, stored,
packaged, repackaged, marked, and issued conform with applicable
quality and technical requirements. Emphasis should be placed on
critical application items.

Cl1.3.2.10. Aggressive measures should be undertaken at both
wholesale and retail levels to identify and remove nonconforming
items from the supply system.

Cl.4. DIMINISHING MANUFACTURING SOURCES AND MATERIAL SHORTAGES
(DMSMS )

Cl.4.1. Policy. DMSMS refers to the loss or impending loss
of manufacturers of items or suppliers of items or raw materials.
The DoD Components shall take timely and effective actions to
identify and minimize the impact on DoD acquisition and logistics
support efforts when a system's development, production, or post-
production support capability is endangered by DMSMS

Cl.4.1.1. DMSMS situations occur when manufacturers of
items or raw material suppliers discontinue production due to
reasons such as rapid change in item or material technology,
uneconomical production requirements, foreign source competition,
Federal environmental or safety requirements, or limited
availability of items and raw materials used in the manufacturing
process.

Cl.4.1.2. The negative impact of DMSMS situations tends to

be pervasive in that they not only preclude repair of materiel
but also preclude procurement of additional systems, equipment,
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spare assemblies, and subassemblies that depend on the DMSMS
items and raw materials for their manufacture.

Ccl1.4.1.3. IMMs should aggressively seek alternate sources
for DMSMS items when Component weapon system readiness or
performance goals may not be met.

Cl.4.2. Procedures

Cl.4.2.1. The Deputy Under Secretary of Defense for
Logistics (DUSD(L)) shall exercise authority for direction and
management of the DMSMS program, including the establishment and
maintenance of implementing regulations.

Cl.4.2.2. Each DoD Component shall designate a focal point
to plan and coordinate actions to minimize the impact of DMSMS.
Such actions include but are not limited to:

Cl.4.2.2.1. Promoting technical efforts (such as use of
emulation and generic arrays) and non-technical efforts (such as
sharing Government and industry reports on DMSMS) that will
neutralize or minimize DMSMS.

Cl.4.2.2.2. Assessing DMSMS (parts obsolescence) on New
DoD Weapons Systems

cl.4.2.2.2.1. Participating in post production support
planning activities conducted as part of the logistics support
program and documented in the logistics support plan.

cl.4.2.2.2.2. Ensuring, to the maximum extent
practical through parts screening for potential technology
obsolescence, that identified DMSMS items are not included in DoD
systems during design, redesign, or production. That includes
screening parts for current obsolescence, and for items that may
be obsolete within the near future (1 through 5 years) and
assessing the vulnerability of the parts to become obsolete. If
an identified DMSMS item may not be dropped during those stages,
the procuring activity shall ensure that there is continuous part
availability and post-production support.

Cl.4.2.2.3. Establishing the most cost-effective
solution consistent with mission requirements when an item is
identified as DMSMS.

Cl.4.2.2.4. Conserving existing and on-order stocks by
challenging suspected excessive requisitions, limiting automatic
issue to established users with known requirements, and issuing
on a case-by-case basis to other users until a cost-effective
solution to the DMSMS situation may be implemented.

Cl.4.2.2.5. Ensuring that DMSMS information is

effectively communigated and exchanged within the Department of
Defense, with other Government organizations, and with industry -

12




May 98
DoD 4140.1-R

through the maximum use of alerts and the Government Industry
Data Exchange Program (GIDEP). At a minimum, the information
should be relative to the discontinuance of manufacturers'
products and identify the item, its technical specifications, the
name of the manufacturer, when the product will be discontinued,
and if known, where the product is used.

Cl.4.2.3. Commanders of activities with responsibility for
design control, acquisition, and management of any centrally
managed item used within weapon systems or equipment shall
implement the DMSMS program by establishing internal procedures.

Ccl.4.2.4. IMMs should implement the most cost-effective
solution consistent with mission requirements when an item is
identified as DMSMS. These actions are considered most
significant and are listed in order of preference:

Cl.4.2.4.1. Encourage the existing source to continue
production.

Cl.4.2.4.2. Find another source. A smaller company
might undertake production that no longer is profitable for a
larger company.

Cl.4.2.4.3. Obtain an existing substitute item that will
perform fully (in terms of form, fit, and function) in place of
the DMSMS item.

Cl.4.2.4.4. Obtain an existing substitute item that,
while it would satisfy one or more functions, might not
necessarily perform satisfactorily in all of them (limited
substitute).

Cl.4.2.4.5. Redefine military specification (MIL-SPEC)
requirements through applicable engineering support activities,
and consider buying from a commercial source. That redefinition
may include MIL-SPEC tailoring. Such a course of action might
induce the emergence of additional sources.

Cl.4.2.4.6. Use current manufacturing processes to
produce a substitute item (form, fit, function) for the
unobtainable item. That emulation type technology is
particularly useful in producing microcircuits. Through
microcircuit emulation, inventory reduction may be achieved as
obsolete items may be replaced with state-of-the-art devices that
may be manufactured and supplied on demand. Emulation may be
considered a more preferred alternative to 3. and 4. above, if
the part may be used in a wide variety of functions.

Cl.4.2.4.7. Make a “bridge buy” of a sufficient number
of parts to allow enough time to develop another solution.

Cl.4.2.4.8. Make a Life-of-Type (LOT) buy. Based on
estimated life-of-system requirements, the DoD Components may
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make a onetime procurement of enough material to last until the
end items being supported are no longer in use. LOT buys shall
include sufficient material to be provided as Government
Furnished Material (GFM) for repair and for piecework
applications in the procurement of additional systems, equipment,
spare assemblies, and subassemblies. Before adopting that
alternative, managers should take into account the potential for
criticism of excessive levels of on-hand inventory.

Cl.4.2.4.9. If a contractor using Government Furnished
Equipment (GFE) stops production, use the GFE to set up a new
source.

Cl.4.2.4.10. Take one of these actions, which generally
pertain to the DoD Components that use the specific item and are
listed in order of preference, as follows:

Cl.4.2.4.10.1. Reclaim DMSMS parts from marginal or
out-of-service equipment or, when economical, from equipment that
is in a long supply or potential excess position.

Cl.4.2.4.10.2. Modify or redesign the end item to drop
the part in question or replace it with another. That option may
become more cost-effective if the end item contains several DMSMS
parts.

Cl.4.2.4.10.3. Replace the system in which the DMSMS
item is used. That alternative would require extensive cost
analysis.

Cl1.4.2.4.10.4. Require the using contractor, through
contractual agreements, to maintain an inventory of DMSMS items
for future DoD production demands. That option shall be weighed
against the cost of the Department of Defense maintaining an
inventory and supplying the items as GFM.

Cl1.4.2.4.10.5. Obtain a production warranty, if
possible, from the contractor to supply the item or items for a
specified time (life of equipment) irrespective of demands.

Cl1.4.2.4.10.6. Send the information that was
originally obtained from industrial sources about an actual or
prospective announcement of a manufacturer's intent to stop
production to the cognizant IMM. That information will allow
DMSMS broadcast alerts to be generated, if applicable.

Cl1.4.2.4.10.7. Ensure that post-action surveillance is
maintained by the ICP throughout the life of DMSMS items in the
logistics system.

Cl.4.2.4.10.8. Ensure that the DoD Components and
Security Assistance customers using the specific item respond to
ICPs when requested to provide requirements information which is
needed to decide the best course of action for ensuring continued
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supply of DMSMS items. Timeliness of those responses is
essential to meet contractor-imposed final action deadlines. For
DMSMS cases involving multiple parts and multiple users,
Integrated Product Teams should be established to coordinate DoD
assessment and response to ensure that adequate logistics support
may be maintained for affected weapon systems.

Cl.5. SPARE PARTS BREAKOUT PROGRAM

Cl.5.1. Policy. The Department of Defense shall reduce the
costs of spare parts through the use of competitive procurement
methods, or the purchase of parts directly from the actual
manufacturer rather than the prime contractor, while maintaining
the integrity of the systems and equipment in which the parts are
to be used. The DoD Spare Parts Breakout Program shall carry out
that policy.

Cl.5.2. Procedures. Specific procedures for operating the
DoD Spare Parts Breakout Program, including full and limited
screening, and technical data improvement procedures, are
outlined in the DFARS, App. E, Parts 1 and 2 (reference (1)).
General responsibilities for operating the program are, as
follows:

Cl1.5.2.1. The DUSD(L) shall exercise authority for
direction and management of the DoD Spare Parts Breakout Program,
including the establishment and maintenance of implementing
regulations.

C¢1.5.2.2. Commanders of activities with responsibility for
design control, acquisition, and management of any centrally
managed replenishment or provisioned part for military systems
and equipment shall:

Cl.5.2.2.1. Implement spare parts breakout. programs.

C1.5.2.2.2. Assist in the identification and acquisition
of necessary data rights and technical data, and the review of
restrictive legends on technical data, during system and/or
equipment development and production, to allow for breakout of
parts where possible. Reverse engineering should be considered
as a method of developing or increasing competition.

Cl.5.2.2.3. Designate a program manager to serve as the
activity's central focal point, communicate breakout policy,
ensure cost-effectiveness of screening actions as well as the
activity's breakout program, provide assistance in implementing
breakout screening, monitor ongoing breakout efforts and
achievements and provide surveillance over implementation of
reference (l). The program manager shall report to the commander
or the deputy commander of the activity with breakout screening
responsibility.
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Cl.5.2.2.4. Ensure that actions to remove impediments to
spare parts breakout are continued so long as it is cost-
effective to do so, or until no further improvements to spare
parts breakout may be made.

Cl1.5.2.2.5. Ensure timely engineering and technical
support to other spare parts breakout activities, regardless of
location.

Cl.5.2.2.6. Ensure that applicable surveillance is given
to first-time breakout parts.
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C2. CHAPTER 2

LOGISTICS DATA MANAGEMENT, SYSTEMS, AND PROGRAMS

C2.1. DEFENSE LOGISTICS MANAGEMENT SYSTEM (DLMS)

C2.1.1. Policy. The DLMS interprets, prescribes and
implements DoD Logistics management policy in the functional
areas of supply, transportation, acquisition (contract
administration), maintenance and finance. The DLMS, a system
governing logistics functional business management standards and
practices, provides a functional infrastructure for the
establishment and maintenance of procedural guidelines required
for its user community to carry out DoD logistics policy. The
DLMS is prescribed by DoD 4000.25-M (reference (m)). The Defense
Logistics Standard System (DLSS) shall be deactivated upon DoD
wide implementation of the DLMS. These DLSS procedures, codes,
system, report, and directories and their associated DoD Manuals
are to be maintained and used with the DLSS pending their
complete transition into the DLMS:

Cc2.1.1.1. Military Standard Requisitioning and Issue
Procedures (MILSTRIP) in DoD 4000.25-1-M (reference (n)).

C2.1.1.2. MILSTRIP Routing Identifier and Distribution
Codes in DoD 4000.25-1-S1 (reference (0)).

c2.1.1.3., Military Standard Transaction Reporting and
Accounting Procedures (MILSTRAP) in DoD 4000.25-2-M (reference

(p)).

C2.1.1.4. Military Standard Transportation and Movement
Procedures (MILSTAMP) in DoD 4500.32-R, Vol. 1 (reference (q)).

c2.1.1.5. MILSTAMP Transportation Account Codes in DoD
4500.32-R, Vol. 2 (reference (r)).

Cc2.1.1.6. Military Standard Contract Administration
Procedures (MILSCAP) in DoD 4000.25-5-M (reference (s)).

Cc2.1.1.7. Military Standard Billing System (MILSBILLS) in
DoD 4000.25-7-M (reference (t)).

c2.1.1.8. Fund Code Supplement to MILSBILLS in DoD 4000.25-
7-M-S-1 (reference (u)).

c2.1.1.9. Supply Discrepancy Report (SDR) in DLAI
4140.55/AR 735-11/SECNAVINST 4355.18A/AFJMAN 23-215 (reference
(v)).

C2.1.1.10. Defense Program for Redistribution of Assets
(DEPRA) Procedures in DoD 4000.25-1-S2 (reference (w)).
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Cc2.1.1.11. Department of Defense Activity Address Directory
(DoDAAD) in DoD 4000.25-6-M, Parts I through IITI (references (a)
through (c)).

c2.1.1.12. Military Assistance Program Address Directory
(MAPAD) in DoD 4000.25-8-M (reference (x)).

Cc2.1.1.13. Logistics Data Element Standardization and
Management Program (DoD LOGDESMAP) Procedures in DoD 4000.25-13-M
(reference (y)).

Cc2.1.2. Procedures

C2.1.2.1. The DLMS and the DLSS DoD Manuals shall be
circulated, as required, to the using levels of the DoD
Components. The DoD Components or other organizations may issue
supplemental procedures when additional detailed instructions are
required.

Cc2.1.2.2. The DoD Components shall incrementally implement
the DLMS using a pre-determined schedule. Until, such time as
the DILMS is fully implemented, conversion of the DLSS to the DLMS
and, the DLMS to the DLSS, shall be accomplished using the
translation capabilities of the Defense Automatic Addressing
System Center (DAASC). Priority shall be given to the
development and implementation of joint or inter-Component
procedures before separate development of intra-Component
procedures. The DoD Components shall uniformly implement the
DLSS between Components, and at all levels within each Component,
until conversion to the DLMS.

Cc2.1.2.3. All data elements employed in the DLMS and the
DLSS that have not been standardized undexr DoD Directive 8320.1
(reference (z)) shall be standardized as DoD logistics standards.
DoD Logistics Standard Data Elements shall be used in the design
and upgrading of DoD-wide and inter-Component automated logistics
systems.

C2.1.2.4. Requirements for enhancement or revision of the
DLMS shall be completely defined and documented.

c2.1.2.5. Recommended revisions to the DLMS and the DLSS
shall be coordinated with the DoD Components, affected Federal
Agencies, foreign governments and industrial organizations, as
required, and shall provide at a minimum this information:

C¢2.1.2.5.1. Narrative description of the basic concept
being proposed and reason therefor.

c2.1.2.5.2. Known interface and impact requirements with
other standard logistics systems.

18




May 98
DoD 4140.1-R

C2.1.2.5.3. Operational statement identifying known
advantages and disadvantages resulting from the proposed
revision, such as support of the Defense Information
Infrastructure Common Operating Environment and the Global Combat
Support System.

C2.1.2.5.4. Proposed wording required for the applicable
DLMS or DLSS publication. '

C2.1.2.6. Approved revisions shall be consolidated and
scheduled for implementation, usually semi-annually to avoid
continuous disruption of systems at operating levels. Urgent
revisions shall be implemented on a priority basis.
Implementation dates for approved revisions shall be coordinated
with all DoD Components, affected Federal Agencies, foreign
governments and industrial organizations, as required, or as
directed by the Office of the Secretary of Defense. When joint
revision proposals are coordinated, one of the system or program
focal points shall be designated as the office of primary
responsibility for preparing the joint response.

C2.1.2.7. The procedures prescribed by the DLMS shall be
used when undertaking the development of new, or revision of,
existing logistics systems. If revisions to the existing DLMS
are desired to accommodate technical innovations planned for new
system designs, applicable DLMS change proposals shall be
submitted with full justification, documentation, and explanation
of the intended use.

C2.1.2.8. DLMS and DLSS responsibilities are in Appendix 1.
C2.2. CATALOGING
c2 .2.1. Polic!

C2.2.1.1. A Federal Logistics Information System (FLIS)
shall be established, maintained, and used within the Department
of Defense as a single source of cataloging and related logistics
data.

C2.2.1.2. To the maximum extent possible, introduction of
new items to the catalog shall be done concurrent with
provisioning.

C2.2.1.3. An item that is stocked, routinely distributed,
or repetitively bought and used, shall be included in the FLIS
and be named, classified, and described in such a manner as to
ensure that each item is identified by a single NSN throughout
the Department of Defense. Each item of supply identified in the
FLIS shall be assigned an NSN.
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C2.2.1.4. The number of new and common items entering the
FLIS shall be minimized through the use of standardization, parts
control, and item entry control processes.

C2.2.1.5. Item descriptions, sufficient to distinguish one
item from every other item, shall be used in the preparation of
requests submitted for NSN assignment. Descriptive data for an
item of supply shall be maintained to the extent necessary to
support identification requirements and other logistics
functions.

C2.2.1.6. To eliminate redundant efforts and reviews, the
Government shall get item-identifying characteristics and other
logistics management data as close as possible to its source,
including the use of contractor information systems. Maximum use
shall be made of on-line cataloging tools and expert systems.

C2.2.1.7. Accurate and timely logistics data shall be
updated and distributed in multiple media (e.g., on-line, Compact
Disk - Read Only Memory (CD-ROM); etc.) on a regular basis.

C2.2.1.8. The Defense Logistics Information Service (DLIS)
shall operate a repository of item-identifying, item-related
logistics management data and logistics data indices that is
structured to fully use advanced automated data processing
concepts and the latest communications techniques.

C2.2.1.9. Complete and comprehensive FLIS data records
shall be available to system users regardless of the geographical
location of the data.

C2.2.1.10. United States participation in the North
Atlantic Treaty Organization (NATO) Codification (Cataloging)
System shall be under the provisions of Standardization NATO
Agreements 3150 and 3151, and the Allied Codification Publication
(references (aa) through (cc)).

C2.2.2. Procedures

C2.2.2.1. As stated in paragraph Cl.2.2.1.3, above, the DoD
Components shall classify secondary items as “consumable,” “field
level reparable,” or “depot level reparable” items and assign
SM&R codes according to the criteria in AR 700-82/0OPNAVINST
4410.2/AFR 66-45/MCO 4400.120/DLAR 4100.6 (reference (e)).

C2.2.2.2. The detailed procedures for the FLIS are in DoD
4100.39~-M (reference (f)). Reference (f) has detailed guidance
on the criteria for establishing and operating a Federal
Government-wide logistics data management system. It also has
instructions for the daily operations; e.g., transaction
formats, data element and code definitions, required time frames
for actions, performance standards, and management data
requirements.
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C2.2.2.3. The Director, DLA, shall administer the FLIS.

C2.3. INTEGRATED MATERIEL MANAGEMENT

c2.3.1. Policy

¢c2.3.1.1. A single IMM shall manage each item in the DoD
supply system. The determination of management responsibility
shall be based on item management coding criteria as agreed on by
the DoD Integrated Materiel Management Committee and approved by
the DUSD(L).

C2.3.1.2. The DoD Components shall use the supply support
request process to ensure that sufficient stock shall be on-hand
to satisfy initial requisitions received from the user and/or
customer.

c2.3.1.3. DUSD(L) approval is required for exemptions to
integrated materiel management. Exemptions shall be considered
for purposes of national security or war conditions.

¢2.3.1.4. To achieve integrated management, it may be
necessary to reassign the logistics management of a given item
from one Component to another.

c2.3.1.4.1. Logistic reassignments of items shall be
done on a non-reimbursable basis and all the wholesale assets in
support of existing supply levels of the losing manager will
transfer to the gaining manager. The losing manager shall
continue replenishment actions through the effective transfer
date minus 30 days so that the minimum stocks transferred shall
satisfy the pipeline requirement.

C2.3.1.4.2. All uncompleted contracts covering assets to
be transferred shall be processed by the responsible procurement
office of the losing manager.

C2.3.1.4.3. The losing manager shall retain
responsibility for engineering support, configuration management,
and current technical data in support of the gaining manager for
transferred items. The losing manager shall also retain
responsibility for any special tooling, special test egquipment,
and related Government property used to produce a consumable
item.

C2.3.2. Procedures
C2.3.2.1. The 1971 Agreement on Supply Management
Relationships (Appendix 2) between the Department of Defense and

the General Services Administration (GSA) serves as the basic
authority for implementation of Integrated Materiel Management.
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C2.3.2.2. DoD 4140.26-M (reference(i)) shall establish
integrated materiel management assignments by Federal Supply
Classification (FSC).

C2.3.2.2.1. The Military Services and the other Agencies
shall manage those consumable items, field level reparable items,
and minor end items in FSCs that meet the IMC criteria in
reference (i).

C2.3.2.2.2. The Military Services shall manage,
regardless of FSC, explosive ordnance, major end items of
equipment, depot level reparable items, and nuclear ordnance.
For a reparable item used by more than one Service, the Services
shall select one Service to have the Primary Inventory Control
Activity (PICA) for the item while each of the other using
Services may have a Secondary Inventory Control Activity (SICA)
for the item.

Cc2.3.2.2.3. The Treaty Compliance & Threat Reduction
Agency shall manage those items in assigned FSCs, as defined in
reference (i).

C2.3.2.3. Before logistical reassignments are effected,
items shall be reviewed for the following:

Cc2.3.2.3.1. Withdrawal of user interest in the FLIS
records of DLIS, under DoD 4140.32-M (reference (dd)).

Cc2.3.2.3.2. Correct item classification, under DoD
4100.39-M (reference (f)).

C2.3.2.4. All wholesale assets in support of existing
supply levels of the losing manager shall transfer to the gaining
manager. The losing manager shall continue replenishment actions
through effective transfer date minus 30 days so that, in all
cases, the minimum stocks transferred shall satisfy the pipeline
requirements.

Cc2.3.2.5. Assets shall be transferred to the distribution
depots used by the gaining manager only when necessary or more
economical. Wholesale assets held at alternate storage
facilities must be visible to the gaining manager.

C2.4. ITEM REDUCTION

c2.4.1. Policy

Cc2.4.1.1. Item reduction studies shall be conducted to
identify nonstandard items.

C2.4.1.2. The Department of Defense shall operate a Defense

Inactive Item Program (DIIP) to identify and purge items from the
defense supply system that are no longer required.
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C2.4.1.3. The Department of Defense shall operate a
standard program to record Interchangeable and Substitutable
(I&S) items to do the following:

Cc2.4.1.3.1. Phase out old and less capable items.

Cc2.4.1.3.2. Improve overall supply support through the
identification of I&S items.

C2.4.1.3.3. End duplication in the wholesale management
of related items.

C2.4.1.4. Items having I&S relationships shall be grouped
into families composed of a master item and one or more related
items. The IMM for an I&S master item shall also be assigned
integrated management responsibility for the remaining items in
the I&S family.

Cc2.4.1.5. Managing activities shall coordinate with the
using Service and/or Agency on all new or revised I&S family
structures before the entry of the I&S families in the DLIS Total
Item Record except those relationships coordinated through the
DoD Standardization Program Item Reduction Study Process.

c2.4.2. Procedures

C2.4.2.1. Detailed procedures for the operation of the item
reduction program are in DoD 4120.3-M (reference (ee)).

C2.4.2.2. Detailed procedures for the operation of the I&S

program are in the DARCOM-R 700.30/NAVMATINST 4400.25/AFMCR
400.31/MCO 4410.24/DLAR 4140.66 (reference (ff)).

C2.4.2.3. Component DIIP program managers shall identify
and select potentially inactive items.

C2.4.2.4. Items shall be referred to a SICA through Inactive
Item Review Notifications.

Cc2.4.2.5. Unrequired items of supply shall be removed from
the supply system.

C2.4.2.6. Detailed procedures for the operations of the
DIIP program are in DoD 4140.32-M (reference (dd)).

C2.5. PRICE CHALLENGE AND PRICE VERIFICATION PROGRAMS

C2.5.1. Policy. All DoD personnel shall be alert to possible
overpricing of materiel. Price challenge and price verification
programs shall be established and made available to all DoD
personnel, as well as employees of contractors doing work for the
Department of Defense. A prompt and adequate assessment shall be
made of reported instances of suspected price discrepancies and
action taken as necessary to resolve overpricing or overcharging.
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c2.5.2. Procedures

C2.5.2.1. Price inquiries include price verification
requests and price challenges. Price verification requests
involve clear price discrepancies (between a catalog price and a
billing price, contract price, or prior catalog price).

Inquiries on non-stocked items should be processed as
verification requests. Price challenges shall provide specific
detailed information indicating potential overpricing meriting an
in-depth review.

Cc2.5.2.2. The reviewing activity should report the results
of a review of price verification requests, and the determination
of a price challenge whether overpricing occurred, within 30 and
90 days of receipt, respectively.

C2.5.2.3. Price reductions and/or refunds in cases of
contractor overpricing shall be pursued aggressively through
contractual and/or voluntary remedies.

C2.5.2.4. The process of updating FLIS data to correct the
standard price should be initiated within 15 days of a
determination of an erroneous price.

C2.5.2.5. Price inquiries for either price challenges or
price verification requests shall include, to the maximum extent
possible, these information:

Cc2.5.2.5.1. NSN. (If unavailable or a non-NSN, provide
Contractor and Government Entity (CAGE) code and part number.)

' C2.5.2.5.2. Approved item name (if unavailable or
unknown, provide common nomenclature).

C2.5.2.5.3. Catalog or other unit price questioned.
C2.5.2.5.4. Source of unit price questioned.

C2.5.2.5.5. Requisition number and/or contract number,
if available. (Essential for part number inquiries.)

C2.5.2.5.6. Point of contact’s name, office symbol or
code, address, and telephone number (both Defense Switched
Network and commercial).

C2.5.2.6. Besides the information required in section
C2.5.2.5, above, submission of a price challenge should include
substantial evidence that the item is significantly overpriced
such as the following:

C2.5.2.6.1. The challenge should identify NSNs (where
non-NSNs, identify nomenclature, the manufacturer (either by CAGE
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code or address and telephone number), part numbers, and unit
prices) for these cases:

c2.5.2.6.1.1. An I&S item (i.e., same form, fit and
function) with a significantly lower price.

c2.5.2.6.1.2. A similar or equivalent item (i.e.,
comparable size and function) with a significantly lower price.

Cc2.5.2.6.1.3. An alternate source with significantly
lower price.

C2.5.2.6.2. Any disparity between kit price or other end
item price and component item prices.

Cc2.5.2.6.3. Evidence of overpricing in connection with a
specific procurement within the last 5 years.

C2.5.2.6.4. The challenger’s estimate of what the price
should be, along with a justification for the estimate.

C2.5.2.6.5. The end item application or intended item
use, if known.

c2.5.2.6.6. If available, a sample of the item (broken

or used; etc.); otherwise, a drawing, photograph, or sketch, if
possible.
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C3. CHAPTER 3

REQUIREMENTS

C3.1. ITEM CLASSIFICATION AND CODING FOR REQUIREMENTS

C3.1.1. Policy

¢3.1.1.1. As stated in paragraphs Cl.2.2.1.3 and C2.2.2.1,
above, the DoD Components shall initially classify items as
“wconsumable,” “field level reparable,” or “depot level reparable”
secondary items. The DoD Components shall review their SM&R code
assignments to ensure that the classification of an item
continues to provide the most economical support throughout the
life of the item.

C3.1.1.2. Using Military Services shall assign Military
Mission Essentiality (MME) codes to secondary items with NSNs.
The DoD Components shall allocate management resources and vary
the intensity of management for each item based on criticality to
the supported end item or mission, which is to be reflected in
the assignment of the MME code.

C¢3.1.1.3. An item new to the DoD supply system shall be
coded initially at wholesale and retail levels of supply as
stocked (either with readiness-based, demand-based, limited
demand, or non-demand-based requirements) or non-stocked. That
initial coding may change over time if a different support
alternative is selected for an item due to economics or readiness
considerations (see section C3.4, below). All secondary items
held at retail supply activities shall be identified with Reason
for Stockage Category (RSC) codes.

C3.1.2. Procedures

C¢3.1.2.1. The review of SM&R code assignments should occur
for reparable items when their repair costs are greater than 65
percent of their replacement prices and for consumable items when
they have a high annual demand value and experience significant
field repair.

C3.1.2.2. The Military Services shall make MME code
assignments, in accordance with Appendix 3. The DoD inventory
manager shall record the MME code in the Federal catalog system.

C3.1.2.2.1. The DoD Components may establish tailored
categories of essentiality codes. However, such codes shall be
consistent with the MME matrix in Appendix 3. For inter-
Component data exchange of essentiality information, the MME
coding structure found in Appendix 3 shall be used.
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Cc3.1.2.2.2. The using DoD Component shall include the
current MME code on supply support requests to other DoD
Components.

Cc3.1.2.3. The Military Services shall maintain application
files with the applicable secondary item, assembly and/or
component, and weapon system and/or end item essentiality codes.
If a secondary item has multiple applications, it normally shall
be assigned the highest applicable essentiality code.

Cc3.1.2.3.1. The DoD Components shall review and validate
the assignment of essentiality codes periodically to ensure that
they reflect the current status of the items.

Cc3.1.2.3.2. The using DoD Component shall provide
application data to DoD IMMs in a timely fashion or update codes
previous provided when criterion change or when items or weapon
systems become obsolete. Rejected transactions transmitting
application data shall be researched, corrected, and resubmitted
on a timely basis.

C¢3.1.2.3.3. The DoD Components shall perform an annual
reconciliation between the Service weapon system application file
and the DLA Weapon System Supply Support Program database.

C3.1.2.4. The DoD Components shall make RSC code
assignments, in accordance with Appendix 4.

C3.2. SUPPORT GOALS

c3.2.1. Policy. Support goals shall be established to ensure
the DoD supply system maximizes the use of available resources to
meet weapon system and personnel readiness goals at least cost.

C3.2.1.1. The objective in establishing support goals is to
provide logistics managers with quantitative targets that they
may use to improve the allocation and contribution of limited
inventories and limited procurement, repair, and distribution
resources to better weapon systems and personnel readiness
capabilities.

C3.2.1.2. For secondary items that are essential to weapon
system performance, the support goals shall relate to the
readiness of the weapon system. Setting target support goals is
the prerogative of the individual Services. Target support goals
should be consistent with both peacetime and wartime needs.

C3.2.1.3. For secondary items that are not essential to
weapons system performance, the support goals shall relate to
supply effectiveness in meeting customer requirements. The DoD
Components shall establish retail level supply performance goals.
At a minimum, average logistics response time shall be measured.

C3.2.2. Procedures
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Cc3.2.2.1. To permit cost tradeoffs, the DoD Components
should establish support goals that apply to item populations
(i.e., commodity or weapon system populations) and not to
individual items. Components may have individual item goals when
they are required to meet specific customer requirements or when
they are generated by a process that considers cost tradeoffs in
meeting a population readiness or supply effectiveness goal.

C3.2.2.2. Readiness goals shall be set to support specific
weapon system availability targets. The DoD Components should
set weapons system readiness goals in conjunction with weapons
system managers and/or operational commands.

C3.2.2.3. When setting supply effectiveness goals, the DoD
Components shall consider timeliness and conformance with
customer mission requirements.

C3.2.2.4. To control and minimize wholesale and retail
stockage, the DoD Components shall have these additional goals:

C3.2.2.4.1. Quantitative goals to reduce each of the
levels which together comprise a demand-based requirement.

C3.2.2.4.2. Quantitative goals to reduce non-demand
based stockage at all levels of supply.

C3.3. FORECASTING CUSTOMER DEMAND

Cc3.3.1. Policy

C3.3.1.1. Customer demand shall be part of all Component
inventory management decisions. The DoD Components shall not
stock an item that does not have any possibility of future
demand.

C3.3.1.2. Except when the possibility of demand is based
solely on the potentiality of a catastrophic event, the DoD
Components shall use quantitative models to forecast future
demand. In deciding what forecasting models to use, the DoD
Components should consider data patterns, the forecast horizon,
the application of the forecast, the resources required to make a
forecast, and the accuracy of the forecast.

C3.3.1.2.1. Since no universal model exists for
forecasting demand for all items, the DoD Components may choose
to use multiple models for the same application or different
models for different applications.

C3.3.1.2.2. When using models that rely on historical

data, the DoD Components shall identify and exclude atypical data
that might unduly influence the forecast.
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C3.3.1.3. As delineated in paragraph C1.2.2.6.1., above,
engineering estimates may be used to forecast future demand at
the beginning of the demand development period. At the
completion of the demand development period, actual net demand
data, augmented with program data, normally shall be used to
forecast future demand. However, the use of engineering
estimates is permitted when, as follows:

C3.3.1.3.1. An item has insufficient representative
operating time to adjust the forecast by using a valid
statistical technique.

C3.3.1.3.2. An engineering problem or forthcoming design
change has resulted in past demands not being indicative of
future demands.

C3.3.2. Procedures

C¢3.3.2.1. To forecast the demand expected to be placed on
the supply system within a specified period of time, the DoD
Components may use models that consider only historical demand,
models that combine future program data with historical demand or
failure data and past program data to generate forecasts. To
allow for continuing application of a model and the possibility
of transition from one model to another, the DoD Components shall
retain sufficient historical demand or failure data and, if
applicable, program data.

C3.3.2.1.1. Historical failure data consists of
maintenance replacement data or supply requisition data. Demand
data, including reparable generations and maintenance
replacements, shall be recorded in a timely manner on the supply
records of the intermediate level supply point.

c3.3.2.1.2. Past program data consists of actual
gquantitative measures of operation, such as the actual number of
hours flown or operated, the weapon system or end item density,
or the number of overhauls or scheduled depot maintenance actions
accomplished. Estimates may be used if actual data are not
available.

C3.3.2.2. Except for atypical occurrences and selected
foreign military sales (FMS), all demand identified by customers
as recurring shall be used to build forecasts used to compute
item requirements levels. The IMM shall use data filtering
techniques to identify and exclude atypical data. FMS that are
not under Cooperative Logistics Supply Support Arrangements
(CLSSA) shall be excluded. Demand identified by customers as
non-recurring shall be included to the extent that the IMM is
able to demonstrate that a particular quantity of non-recurring
demands will improve its demand forecasts.

C3.3.2.3. Each DoD Component shall provide for the
capability within its management information systems to rapidly

30



May 98
DoD 4140.1-R

revise demand forecasts affected by the introduction or phase-out
of weapon systems or equipment, as well as erroneous, incomplete,
or inapplicable data.

C3.3.2.4. Special Program Requirements (SPRs)

Cc3.3.2.4.1. The using DoD Components may submit SPRs to
the IMM to forecast special program or project requirements that
are non-repetitive in nature and cannot be forecasted based on
demand data and that are exclusive of subsistence, war reserve,
provisioning, and other requirements based on recurring demand.
Standard processing and accounting methods prescribed by DoD
4000.25-2-M (reference (p)) shall be employed in the SPR process.

Cc3.3.2.4.2. The using DoD Components shall establish
internal controls and maintain supporting documentation to ensure
the appropriateness and accuracy of SPR submissions, correlate
requisitions with related SPRs, and ensure timely and accurate
reporting of significant changes.

C3.3.2.4.3. The DoD Components receiving SPRs shall
establish internal controls to ensure that investment in
inventory to support SPRs is kept to a minimum.

C3.4. SUPPORT ALTERNATIVES

C3.4.1. Selection of a Support Alternative

C3.4.1.1. Policy. Timely, accurate, and complete
satisfaction of customer requirements along with anticipated
costs shall be the primary factors in determining selection of
support alternatives. Long-term stockage of materiel inventories
in DoD distribution and other storage facilities is a costly
alternative for providing customer support, particularly when
other approaches exist. Therefore, such stockage should be the
least preferred approach to satisfying customer requirements.

C3.4.1.2. Procedures. The DoD Components shall balance
support goals and total materiel management costs in determining
the best support alternatives for meeting customer regquirements.

C3.4.1.2.1. The analysis required to effect that
balancing of needs to resources is a continuous process which may
be accomplished on an item-by-item basis or for logical commodity
groupings or for specific end item applications.

C3.4.1.2.2. The scope of the analysis must extend from
the point of materiel production through all echelons of stockage
to the delivery of materiel to the ultimate customer and
concurrently must comprehend all significant, applicable
performance objective and cost trade-offs. That represents a
“best-value” approach to materiel stockage.

C3.4.2. Support Alternatives Other Than DoD_ Stockage
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C3.4.2.1 PpPolicy

C3.4.2.1.1. All alternatives for obtaining materiel
support directly from commercial sources, consistent with weapon
system readiness goals, shall be used wherever practical to
minimize inventory stockage requirements and achieve cost-
effective distribution of materiel. Commercial alternatives
include satisfying demands by placing orders with vendors for
direct shipment to customers, use of commercial distribution
systems, GSA Federal Supply Schedules, and new or existing
contractor logistics support arrangements.

C3.4.2.1.2. Logistics management activities should
reduce or eliminate Government facilities or capabilities that
duplicate commercially available resources.

C3.4.2.2. Procedures

C3.4.2.2.1. Each DoD Component shall implement
procedures applicable to both new and currently managed items to
institutionalize the process of evaluating and selecting support
alternatives. The same performance goals should apply in the
evaluation of all alternatives. At a minimum, the procedures
shall include these considerations:

C3.4.2.2.1.1. Probability of Future Requirements. The
review should validate the potential for a future need for

support prior to adoption of any support alternative.

C3.4.2.2.1.2. Availability of Commercial Support.
Market research and surveys should be conducted to determine
market availability, present of in-place commercial distribution
systems, and vendor interest in providing direct support.

C3.4.2.2.1.2.1. Specific consideration shall be
given to items with high potential benefits from use of
commercial stockage alternatives such as: consumable items that
are commercial in nature, bulky fast moving, hazardous, fragile,
and/or have a short shelf-life and commercial products
substitutable for MILSPEC products so that commercial suppliers
may be used.

C3.4.2.2.1.2.2. Even though current requirements
are met by Military Specification items, commercial item
alternatives should be used where such alternatives meet user
requirements.

C3.4.2.2.1.3. Indefinite Delivery and Indefinite
Quantity (IDIQ) Contracts. Use of IDIQ type and related
contracts should be employed when such vehicles may effectively
meet customer needs on an “as-required” basis, reduce the impact
of demand fluctuations and may minimize the requirement to bring
inventory into Government storage facilities.
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C3.4.2.2.1.3.1. "Family buy" approcaches should be
used wherever possible to increase the attractiveness of
indefinite delivery solicitations to prospective bidders.
Additionally, by effectively grouping individual acquisitions
under longer-term contract vehicles, best use may be made of
national purchasing power.

C3.4.2.2.1.3.2. Delivery time frames should be an
explicit element of negotiations for indefinite delivery
contracts, with timely response to user requirements being
considered along with cost-effectiveness as primary factors in
award.

C3.4.2.2.1.3.3. Administrative and other lead time
costs should be specifically considered prior to initiating new
acquisition of support items where requirements may be met
through existing contracting vehicles.

C3.4.2.2.1.4. On-Demand Manufacturing Sources. On-
demand manufacturing, both organic and contract, and the

application of flexible manufacturing technology should be used
as sources of materiel support in preference to materiel stockage
if they may satisfy support goals in a cost effective manner.

C3.4.2.2.1.5. Local Purchase. At the retail level,
selection of local purchase of materiel and supplies as a support
alternative should be considered if such a determination may be
demonstrated to be cost-effective for specific items or logical
groupings of items.

C3.4.2.2.1.5.1. The DoD Components shall maximize
use of established supply sources such as the Department of
Defense, the GSA or the other IMMs; then consider use of local
purchase authority.

C3.4.2.2.1.5.2. Contract negotiation and
administration costs associated with local purchase should be
considered in determining whether the use of local purchase
authority is more cost-effective than utilization of established
supply sources.

C3.4.2.2.1.5.3. Purchasing vehicles such as
Government credit cards, GSA schedules, and in-place contracts
should be used to help minimize local purchase administrative
costs.

C3.4.2.2.2. Current replenishment requirements must be
adjusted in a timely fashion to allow for the decreased stockage
requirements resulting from selection of support alternatives
other than DoD stockage.

C3.4.2.2.3. Each Component shall review the validity of

decisions regarding the selection of support alternatives other
than DoD stockage. Such reviews may be initiated based on input
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of information from operational customers, from industry surveys,
or other sources. The objective of such reviews is to ensure
continued support of customer needs and cost-effective use of
scarce resources. Reviews may be conducted on an individual item
or item grouping basis.

C3.4.3. DoD Stockage of Inventories

C3.4.3.1. Policy

C3.4.3.1.1. The DoD Components may stock items at
wholesale and retail levels of supply when commercial or other
support alternatives are not cost-effective or do not meet
mission requirements.

C3.4.3.1.2. Items reviewed for potential DoD stockage
shall be categorized as “stocked” or “non-stocked.”

C3.4.3.1.3. Requirements levels for stocked items shall
be developed using readiness-based, demand-based, limited-demand,
or non-demand-based computational methodologies. Requirements
determination shall be consistent with the reason for stockage.

Cc3.4.3.1.3.1. Readiness-based computational
methodology is preferred for stocked items that are essential to
weaponsg systems support and have sufficient forecasted future
requirements to warrant economic stockage.

C3.4.3.1.3.2. Unless stocked items use readiness-based
requirements methodology, such items having sufficient forecasted
recurring requirements to warrant economic stockage shall use
demand-based computational methodology.

C3.4.3.1.3.3. Essential, non-weapon system items with
low demand that do not justify being stocked based on economics
and may not be supported through alternatives other than DoD
stockage, may be stocked as “limited demand items.” The
Component requirements computational methodologies shall provide
minimum stockage for those items.

Cc3.4.3.1.3.4. Items stocked to £ill nonrecurring
demands, including insurance requirements, planned program
requirements, and life-of-type requirements shall use a non-
demand-based requirements development methodology.

C3.4.3.1.3.5. 1Items that do not have sufficient future
requirements to warrant economic stockage and are categorized as
“non-essential” shall be non-stocked.

C3.4.3.1.4. Retail Stockage. The following policies
shall govern the stockage of items at the retail level throughout
the Department of Defense, regardless of the funding source for
the inventory.
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Cc3.4.3.1.4.1. Secondary item stockage for retail
levels, which are categorized as either intermediate or consumer
level, shall provide optimum stockage for each materiel item or
grouping of items by incorporating a balance among specified
performance goals and economy. Performance goals should include
full consideration for military essentiality.

C3.4.3.1.4.2. At the intermediate level of retail
inventory, stockage computations shall employ actual demand
experience in the development of operating levels. Additionally,
variability of demand and order and shipping time (OST) shall be
considered in the development of safety levels and OST levels to
minimize total variable cost for any given investment, weapon
system performance objective or customer wait time objective.

C¢3.4.3.1.4.3. Stockage of items at the consumer level
of supply on any basis other than demand shall be minimized.
Operational considerations may require limited stockage of non-
demand based items at consumer levels. The justification for such
stockage must be developed and maintained for review at the
location of the consumer activity responsible for managing such
inventory. When stockage of non-demand-supported items is
required at the consumer level, supporting stockage at the
intermediate level for the same item shall normally be computed
on a demand basis.

C3.4.3.1.4.4. An exception to the non-demand-supported
item policy in subparagraph C3.4.3.1.4.3, above, is authorized
for initial provisioning requirements items. If the forecasted
(as opposed to actual) demand rate for a provisioned item would
qualify the item for stockage, then the item inventory may be
positioned at both the intermediate and consumer levels during
the demand development period. Those initial provisioning items
that do not qualify for stockage based on forecasted demand may
be positioned at either the intermediate or consumer level as
non-demand-supported during the demand development period.

C3.4.3.1.4.5. Requirements determinations for a retail
level of inventory shall be accomplished in accordance with the
stockage policy for that level, even though stockage decisions or
computations may be accomplished by a program manager, an
Inventory Control Point (ICP), or an activity other than that at
which the stocks shall be held.

C3.4.3.1.4.6. At retail level stock points, subsidiary
inventories in self-service type activities, shop stores, or
similar activities shall be limited to an operating level that is
based on demands at that subsidiary point. Backup stocks may be
maintained at a central location in support of those inventories.

C3.4.3.2. Procedures

C3.4.3.2.1. PFor an item that is not commercially
supported, the DoD Components shall use economic and essentiality
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criteria to determine if the item should be stocked and what type
of stockage computational methodology is applicable.
Additionally, these factors may impact the decision to stock
inventories at DoD activities:

Cc3.4.3.2.1.1. Items critical to safe operation of
weapons or equipment;

c3.4.3.2.1.2. Items requiring special security
controls;

Cc3.4.3.2.1.3. Dangerous materiels such as explosives,
munitions, chemicals or biological agents; or

C3.4.3.2.1.4. Nuclear materiels.

Cc3.4.3.2.2. The DoD Components shall periodically review
the validity and currency of materiel stockage decisions.

Cc3.4.3.2.2.1. Generally, reviews should be conducted
on an item-by-item basis. However, in the case of homogeneous
groupings, analysis results may be applied to item groupings.

C3.4.3.2.2.2. The timing of reviews should be as
follows:

Cc3.4.3.2.2.2.1. The stockage classification of all
demand-based and limited demand items shall be reviewed at least
annually. :
c3.4.3.2.2.2.1.1. Demand-based items failing to
meet the economic criteria for demand-based stockage shall be
reclassified as either limited demand requirements based on
military mission essentiality, non-demand-based insurance
requirements, or as non-stocked.

c3.4.3.2.2.2.1.2. Limited demand items that meet
the economic criteria for demand-based stockage may be
reclassified accordingly. Limited demand items that do not
experience recurring demands but, continue to be essential should
be reclassified as “non-demand-based insurance items.”

Cc3.4.3.2.2.2.2. Insurance item requirements shall
be reviewed prior to initiation of stock replenishment.

Cc3.4.3.2.2.2.3. Planned program requirements shall
be reviewed at the scheduled completion of the supported program,
but not less often than annually. Planned program requirements
shall be reduced to zero at program completion.

C3.4.3.2.2.2.4. Life-of-type purchase requirements
and related inventory stockage shall be reviewed annually.

36




" May 98
DoD 4140.1-R

C3.4.3.2.2.2.5. Non-stocked items with demands
shall be reviewed at least annually. Non-stocked items without
demands shall be reviewed, in accordance with DIIP procedures.

C3.4.3.2.2.3. In determining cost-effectiveness of
stockage alternatives, the DoD Components shall include all
applicable elements of cost and cost savings (inventory holding
costs, and second destination transportation; etc.) In
determining responsiveness, include timeliness and conformance
with mission requirements.

C3.4.3.2.2.3.1. Calculations of savings obtained
through reductions in inventory stockage as a support alternative
must take into account any additive costs (e.g., increased item
price, and higher administrative costs; etc.) before utilizing
commercial distribution systems or other selected support
alternatives.

C3.4.3.2.2.3.2. Specific costs attributable to the
storage or shipment of items in inventory(e.g., breakage, shelf-
life expiration, hazardous materiel storage facilities, and
disposal) should be considered in determining cost-effectiveness
of DoD stockage of inventory.

C3.4.3.2.3. Retention in inventory of commercially
available items for reasons other than cost-effectiveness should
be limited to minimum stockage necessary for readiness (i.e., war
reserve requirements).

C3.5. MATERIEL STOCKAGE COMPUTATIONS

C3.5.1. Computational Methodologies

C3.5.1.1. Policy

C3.5.1.1.1. The DoD Components shall categorize stockage
requirements and associated levels of inventory as either
wholesale or retail. Wholesale assets, regardless of where
positioned, shall be managed under wholesale inventory policies.

c3.5.1.1.2. To compute wholesale and retail stockage
requirements for secondary items, the DoD Components shall use
readiness-based, demand-based, limited demand, and non-demand-
based methodologies (see subsection C6.8.4., below, for guidance
on the requirements computations of ammunition items). The
specific methodology used to compute stockage requirements for a
secondary item shall be based on the type of item, reparable or
consumable; the support goal, weapon system readiness or supply
effectiveness; and expected customer demand for the item.

C3.5.1.1.3. The DoD Components shall use the
methodologies and mathematical models prescribed in subsections
C3.5.2 through C3.5.6, below, to compute requirements for
stocking and replenishing secondary items after the demand
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development period (see section Cl.2, above, for initial stockage
policies and procedures). Those methodologies and models shall
be compatible with those developed to achieve optimum stockage
before completing the demand development period. They should
share similar target objective functions, data elements, and
computational techniques.

c3.5.1.1.4. To support weapon system readiness goals, a
multi-echelon approach should be used, when possible, to optimize
stockage and costs for both the wholesale and retail echelons.

Cc3.5.1.1.5. Stockage quantities shall be projected to
satisfy National and international (CLSSA) item requirements.

Cc3.5.1.2. Procedures

¢3.5.1.2.1. For secondary items that have readiness
support goals, the DoD Components shall compute requirements with
mathematical RBS models that relate range and depth of stock to
their effect on the operational availability of the weapon
system. Those models should be capable of optimizing support to
achieve weapon system readiness goals for the least cost or
maximizing weapon system readiness for a specified level of
funding.

Cc3.5.1.2.2. For secondary items that have supply
effectiveness goals, the DoD Components shall compute
requirements using mathematical models that relate range and
depth of stock to a target logistics response time. These models
should be capable of optimizing stockage to achieve the response
time target at the least cost and minimizing logistics response
time for a specified budget.

¢3.5.1.2.3. For depot level reparable items, these
additional procedures apply:

¢3.5.1.2.3.1. DoD ICPs shall compute the total
requirements for each reparable item assigned so that an item may
be as follows:

c3.5.1.2.3.1.1. Supplied to authorized using
activities at the organizational level (e.g., post, base, field,
or ship) if failure of a reparable component prevents an end item
or weapon system from achieving its mission.

C3.5.1.2.3.1.2. Provided to replace a reparable
item that has been determined to be beyond economical repair
during the depot repair process (see DoD 7000.14-R, Chapter 2 of
Volume 11A (reference (gg)), or that may not be repaired within
the same length of time as its next higher assembly.

Cc3.5.1.2.3.2. Item requirements and assets shall be
projected over a sufficient time period so that an order is
placed for the item sufficiently in advance of the actual need to
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provide for the requisite lead time. For reparable item
requirements, both serviceable and unserviceable asset quantities
shall be projected by month or by quarter so that repair
requirements as well as procurement requirements may be projected
in the same computation. Serviceable returns shall be considered
in requirements computations from both the asset and requirements
perspectives. (See Appendix 5.)

c3.5.1.2.3.3. Assets that are serviceable and those in
need of repair at all levels of supply shall be made available to
the supply system to satisfy requirements at both the wholesale
and retail levels. Assets available at the retail level
(consumer and intermediate) shall be used to offset requirements
at that level; additional assets available at that level shall be
used to offset wholesale level requirements.

Cc3.5.1.2.3.4. To facilitate total system asset
management of depot level reparable items, intermediate level
supply management system procedures (except afloat) shall include
the capability to accomplish transaction item reporting on at
least a daily summary basis to the applicable IMM on supply
transactions affecting the demand base or stock status of
materiel. For items with daily summary transaction reporting,
the IMM may, on a timely basis, use actual consumer demands to
make requirements computations, procurement decisions, and stock
positioning decisions.

¢3.5.1.2.3.4.1. That requirement applies to
Component-owned inventory at contractor-operated intermediate
level activities as well as inventory within the Component supply
management systems.

C¢3.5.1.2.3.4.2. Item accounting (as opposed to
dollar value inventory accounting) shall be maintained at the
intermediate level for all items on which the IMM has determined
that daily summary transaction item reporting is required. The
DoD Components may assign that requirement to selected consumer
level inventories.

C3.5.1.2.3.4.3. Item accounting shall be maintained
for all reparable assets held at the intermediate level. Items
may be placed in rotatable pools or simply positioned near
expected consumers, if line-item accounting is accomplished at
the intermediate level.

C3.5.2. Readiness-Based Requirements Computations

Cc3.5.2.1. Policy

C3.5.2.1.1. wholesale Requirements. Weapon essential
items that are managed on the basis of multi-echelon RBS models
are authorized a stockage objective quantity, as determined by
the models. Where multi-echelon RBS models are not yet
available, wholesale stockage of weapon essential items shall be
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based either on demand-based requirements that have their
response time goals driven by weapon system availability targets,
or on limited demand or non-demand-based requirements.

c3.5.2.1.2. Retail Requirements. Weapon essential items
that are managed on the basis of single-echelon or multi-echelon
RBS models are authorized a stockage objective quantity, as
determined by the models. Where RBS models are not yet
available, retail stockage of weapon essential items shall be
based on demand-based requirements that have their support goals
driven by weapon system readiness or on non-demand-based
requirements.

C3.5.2.2. Procedures

C3.5.2.2.1. To support RBS computations, an application
file shall be established to record all items in a weapon system,
including indenture structure. All reparable components shall be
included in that application structure. Items peculiar to one
weapon system and items common to more than one weapon system
shall be included in the application file.

C¢3.5.2.2.2. RBS optimization logic shall be used to
compute the total requirements for the items essential to a
weapon system.

C¢3.5.2.2.2.1. RBS levels shall be set by item or by
group of items with similar characteristics. A single
calculation for items common to more than one weapon system shall
be made based on the demand for that item by weapon system.

C¢3.5.2.2.2.2. The RBS model shall be capable of
computing optimal item stock levels in a dynamic environment.
Where possible, item requirements shall be computed to account
for dynamic conditions when variables like rapidly changing
sortie rates, operating programs, maintenance capabilities, or
transportation resources may impact the operating unit's materiel
requirements and resultant readiness.

¢3.5.2.2.2.3. An item's minimum stock level may be
equal to its pipeline quantity. When funds are insufficient to
get the desired support objectives, the model must be capable of
overriding the minimum constraint to attain the objective of the
optimum mix of stock to maximize weapon system availability for
the available funds.

C3.5.2.2.2.4. The RBS model must produce a list of
item requirements to be satisfied initially by the application of
serviceable assets, unserviceable reparable assets, and
applicable due-in assets. The repair requirement is that portion
of the total requirement that is satisfied by repair of
unserviceable reparable assets. The replenishment requirement is
the deficit remaining after the supply of available assets is
exhausted.
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C3.5.2.2.3. Where data availability and model
capabilities permit, RBS models should be able to compute
combined requirements for a range of weapon systems to minimize
the total inventories supporting those weapon systems at
individual locations. The RBS models shall have the capability
to compute those requirements to availability goals that differ
by weapon system so that the goals of weapons systems with higher
priority missions may be targeted at levels higher than those
with lower priority missions.

C3.5.2.2.4. Where data availability and model
capabilities permit, RBS models shall directly compute both the
range and depth for all echelons of supply. That multi-echelon
capability should do the following:

C3.5.2.2.4.1. Account for the hierarchical structure
of supply and/or maintenance activities from the customer or
consumer level, through the intermediate level, to the depot or
wholesale level.

C3.5.2.2.4.2. Trade off the wholesale level of supply
with the retail level by modeling the impact of the requisition
response time on the retail response time to customer demand.

Cc3.5.2.2.4.3. Cover demand-related pipeline and
safety-level requirements and, to avoid unnecessary procurement
or repair actions, apply the same constraints as demand-based
wholesale safety levels (see subparagraph C€3.5.3.2.6, below) to
the safety level portion of an item’s wholesale stock level.

C3.5.2.2.5. Where data availability and model
capabilities permit, RBS models shall have a multi-indenture
capability that does the following:

Cc3.5.2.2.5.1. To the extent practical, links each item
to its next higher assembly in the weapon system application by
modeling the impact of a lower-level assembly (an item whose next
higher assembly is another item or subassembly) on the
availability of its next higher level assembly or assemblies.

C3.5.2.2.5.2. Uses an item indenture structure to
trade off between items at the first level of indenture (i.e.,
items whose next higher assembly is the weapon system) and items
at lower levels of indenture needed to repair those items. In
that way, the impact of each item on each level of indenture, and
ultimately on the weapon system itself, is portrayed; and the
requirement for the highest level assembly shall not be based on
the assumption that 100 percent of its lower level assemblies are
available. Models for non-demand-based items may be excluded
from the indenture structure requirement.

C3.5.2.2.5.3. Interfaces with the field-level
reparable or consumable item computation so that a link may be
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established to consider the impact of the availability of those
items on their next higher assemblies and ultimately on the
availability of the weapon system, and their procurement or
repair requirements may be computed using that link.

C3.5.2.2.6. Where data availability and model
capabilities do not provide for direct computation of range and
depth for all echelons, a single echelon RBS model that uses
expected wholesale resupply times shall determine retail stock
levels required to support weapon system availability goals.

C3.5.2.2.6.1. The process that sets wholesale support
objectives and later expected resupply times should consider the
impact those times have on retail stock levels.

C3.5.2.2.6.2. When funds are insufficient to attain
desired wholesale support objectives, the expected resupply time
must be extended. The wholesale echelon must be capable of
passing the expected change in the resupply time to the retail
level so that weapon system availability may be assessed.

C3.5.2.2.7. For items that are used by one DoD
Component, but are managed by another, these procedures apply:

C3.5.2.2.7.1. The using Service shall provide the
managing Component with demand forecast data for the item and the
maximum requisition response time objective for the item by
weapon system. The using Service shall also provide the managing
Component with the non-weapon system demand forecast and the
number of retail assets above the retail requisitioning objective
by item.

Cc3.5.2.2.7.2. Using the data from the using Service,
the managing Component shall compute the items' buy or repair
requirements with the goal of attaining the users' weapon system
availability objectives within the maximum requisition response
times. The managing Component shall advise the using Service of
the achievable requisition response time for each item.

C3.5.2.2.7.3. The using Service shall determine the
impact of the achievable requisition response times on cost and
weapon system availability.

C3.5.2.2.8. The DoD Components shall track actual weapon
system performance to determine the impact of budget and funding
decisions on actual operational availability and to calibrate
their models' predicted support statistics with actual data.-

C3.5.2.2.9. RBS models should be capable of doing
readiness assessments as well as requirements computations. The
models shall be capable of measuring the effects of various
levels of investment in spare parts on end item readiness. To do
those assessment functions, the models shall be capable of
measuring the effects of proposed budget adjustments. They shall

42




May 98
DoD 4140.1-R

also be able to assess end-item readiness on the basis of wvarious
levels of stockage; e.g., assessing the capability derived from
assets currently on-hand, or assets planned to be repaired or
procured. Also, the models shall be able to differentiate
between items that are essential to a weapon system and those
that are not and to differentiate among degrees of essentiality.
Models used for assessment purposes may be different models from
those used for requirements determination for purposes of
expediency or ease of processing. The algorithms must be similar
in terms of the logic and objectives used and must produce
comparable results.

C3.5.3. Wholesale Demand-Based Requirements Computations

c3.5.3.1. Policy

c3.5.3.1.1. Requirements Objective. The requirements
objective for a demand-based item establishes the target quantity
for replenishing the item’s level of stock through procurement.

C¢3.5.3.1.2. Economic Order Quantit EOQ). The
objective of using EOQ methods to set target order quantities is
to minimize the total cost of ordering and holding inventories.
When EOQ methods are used, every attempt shall be made to
purchase materiel under IDIQ contracts, so the order quantity and
delivery times are reduced.

¢3.5.3.1.3. Reorder Point. The objective of a reorder
point is to identify when an order should be placed to replenish
stock for an item. It should consider the item’s acquisition
lead time quantity, safety level, repair cycle level if
applicable, and any applicable non-demand-based levels. Demand-
based items may be procured when the assets on-hand and on-order
are equal to or less than the reorder point.

C3.5.3.1.4. Acquisition Lead Time Quantity. The
objective of a acquisition lead time quantity is to satisfy
demand throughout the acquisition lead time.

C¢3.5.3.1.4.1. Acquisition lead time is a forecast of
the likely future interval between identification of a
requirement and receipt of materiel. Acquisition lead time
consists of two consecutive time periods: administrative lead
time (ALT) and production lead time (PLT).

C3.5.3.1.4.2. The DoD Components shall aggressively
pursue the lowest possible acquisition lead times.

c3.5.3.1.5. Levels for Reparable Items. Repair shall be
the preferred source of supply for reparable items. These
requirements computations support the repair process:

c3.5.3.1.5.1. Repair Turn-Around Time Level. A repair
turn-around time level shall be computed to determine the minimum
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number of serviceable assets needed to support demand when
unserviceable assets are inducted into the repair process.

c3.5.3.1.5.2. Repair Point. A repair point shall be
set to determine when unserviceable assets for an item should be
inducted into depot-level maintenance. At a minimum, the repair
point should encompass the repair turnaround time level.

¢c3.5.3.1.5.3. Economic Repair Quantity. Unless
another quantity is specifically justified on a line-item basis,
economic repair quantity shall be used in production planning to
determine total quantities of unserviceable assets that are to be
inducted into depot-level maintenance. Economic repair
quantities shall be based principally on inventory requirements,
not maintenance workload requirements.

c3.5.3.1.5.4. Induction Quantity. The quantity on a
repair order shall be set at a level that provides for a
sufficient flow of serviceable assets to meet demand while, at
the same time, providing for the flexibility to respond to
variable requirements, priorities, and shorter required dates.

c3.5.3.1.6. Safety Level. Due to fluctuations in demand
over lead times, repair cycle times, attrition rates, and in
other variables, safety level quantities may be stocked as a
buffer against backorders. Safety levels shall be decreased as
fluctuations in those variables decrease.

Cc3.5.3.1.7. Repair Cycle Level. A repair cycle level
shall be computed to replace assets that are found unserviceable
during depot-level maintenance.

C3.5.3.2. Procedures
Cc3.5.3.2.1. Requirements Objective Computation. The

requirements objective for items with demand-based requirements
shall be the sum of the EOQ and reorder point.

¢3.5.3.2.2. EOQ Computations. The standard Wilson EOQ
formula, or variations of it (e.g., a quantity discount model),
shall be used to compute target order quantities.

Cc3.5.3.2.2.1. Order costs and holding cost rates shall
be validated annually and updated as significant changes occur.
Guidance on estimating the cost-to-order and cost-to-hold are
included in Appendix 6.

Cc3.5.3.2.2.2. EOQs shall be limited to a maximum of 24
months and, at the wholesale level, a minimum of the lesser of
the administrative lead time or 1 month. The EOQ minimum may be
reduced if a lesser quantity may be ordered economically. The
EOQ maximum may be overridden if the head of the procuring
activity certifies in writing that the acquisition is necessary
to achieve an economical order quantity and is not forecasted to
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result in an on-hand inventory in excess of 3 years of operating
stocks and that the need for the item is unlikely to decline
during the period for which the acquisition is made, or that the
acquisition is necessary for purposes of maintaining the
industrial base or for other reasons of national security. EOQ
quantities for items associated with an end item that is being
phased out or with a trend of declining demand shall be adjusted
downward accordingly.

C3.5.3.2.2.3. Only the demand to be satisfied through
procurement shall be used to compute EOQs for reparable items.
That excludes demand to be satisfied through repair.

C3.5.3.2.2.4. Quantity price discount ranges shall be
routinely requested in solicitations and considered in EOQ
computations.

¢3.5.3.2.2.5. Computed EOQ shall be overridden as a
target order quantity only when specific documented analysis
supports an alternative quantity as more cost effective. Use of
an order quantity floor other than that prescribed in DoD policy
is prohibited.

C3.5.3.2.2.6. Analytical and audit support tools shall
be developed to aid in considering quantity and/or price and lead
time data with other relevant data so that contract award
decisions are based on the best value to the Government.

C3.5.3.2.2.7. The use of tailored and multiple-year
purchasing methods (such as IDIQ contracts) is encouraged to get
quantity discounts, reduce investment in inventory, reduce
ordering time, and adjust to changing demand and asset data.

C3.5.3.2.3. Reorder Point Computation. An item’s
reorder point shall be the sum of its acquisition lead-time
quantity; variable safety level; and repair cycle quantity, if
applicable. Non-demand-based requirements; e.g., war reserve or
planned program requirements, if applicable, are additive.

C3.5.3.2.4. Acquisition Lead-Time Quantity. The
acquisition lead-time quantity shall equal the expected demand
over a acquisition lead time, where acquisition lead time is the
sum of ALT and PLT.

C3.5.3.2.4.1. For reparable items, the expected demand
that goes into the lead-time gquantity computation should be based
on attrition and/or condemnation rates and rates for new future
demand and shall exclude demand satisfied by the repair pipeline.
Activities authorized to condemn reparable items shall be
determined, in accordance with AR 700-82/OPNAVINST 4410.2/AFR66-
45/ MCO 4400.120/DLAR 4100.6 (reference (e)). IMMs shall project
the quantity of assets that are expected to be condemned over the
applicable forecast period.
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Cc3.5.3.2.4.2. These procedures for computing ALT
apply:

c3.5.3.2.4.2.1. ALT begins when an item's wholesale
asset level is reduced to the reorder point, or the time at which
a purchase request must be initiated to ensure that, at least in
theory, the new stock arrives just as the assets on hand reach
the safety level.

C3.5.3.2.4.2.2. ALT ends on the date the
contractual instrument is executed.

C¢3.5.3.2.4.2.3. ALT includes the time periods
required for identification of the requirement to buy; review,
approval, and documentation of the purchase request; technical
data review and documentation; as well as the processing and
execution of the contractual instrument.

C3.5.3.2.4.3. These procedures for computing PLT
apply:

¢3.5.3.2.4.3.1. PLT begins on the date that the
contractual instrument is executed.

c3.5.3.2.4.3.2. PLT ends when the material is
received. The receiving activity should confirm receipt of
delivery to the managing IMM in a timely manner. When all
materiel is delivered at the same time, the date of confirmation
of receipt of that delivery is the end of PLT. When contractual
provisions provide for incremental deliveries based on projected
demands or other future requirements, the date of confirmation of
the first significant delivery (about 10 percent of the routine
contract requirement) is the end of PLT.

C¢3.5.3.2.4.3.3. PLT may be based on estimates from
contractors; historical information that has been collected for
representative procurements; provisioning technical
documentation; or estimates based on the best judgment of
acquisition personnel.

¢3.5.3.2.4.4. The DoD Components shall maintain a
historical file of ALTs and PLTs for all secondary item
procurements. Historical observations that are non-
representative of future performance should be excluded.
Exclusion may be based on the inventory manager's knowledge,
experience, and judgment or may result from an automated decision
process.

C¢3.5.3.2.4.5. Methods of calculating realistic minimum
and maximum ALT and PLT requirements shall be provided to ensure
that inventory management personnel have a means of identifying
unusually long or short lead times. The inventory manager shall
decide how to use of the data derived through such methods.
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Cc3.5.3.2.4.6. Innovative methods of pursuing minimum
acquisition lead times should be employed. Particular emphasis
should be given to the adoption, where applicable, of lead-time
reduction methods, which have proven successful in the private
sector. Such methods include, but are not limited to, multi-year
contracting, "just-in-time" procedures, indefinite quantity
requirements contracts, phased deliveries, and gradual reduction
of vendor required delivery dates.

c3.5.3.2.5. Repair-Cycle Level. The repair-cycle level
for reparable items shall equal the expected demand over a
repair-cycle time.

Cc3.5.3.2.5.1. Depot level repair cycles begin when an
organizational and/or intermediate maintenance activity
determines that an unserviceable item is beyond its repair
capability and end when the unserviceable item is restored to
serviceable condition and is recorded as such on supply records.
All time between the beginning and end of the repair cycle shall
be included in computing repair-cycle requirements, except
avoidable time, such as time expended due to the lack of a repair
requirement or inefficiency. Beginning and ending points of each
segment of the total repair cycle are described in Appendix 7.
Increases to the repair cycle due to time spent awaiting parts
shall not be included in repair-cycle computations.

C¢3.5.3.2.5.2. The repair-cycle times used to compute
requirements shall be based on approved item standards for the
maintenance turn-around segment (e.g., an industrial engineering
standard) and Service specified standards for the other segments.
For items repaired under contract the negotiated contract
delivery requirements may be used as standards. Actual repair
cycle times shall be used to compare against the standards.
Management attention should be applied to either improve the
repair cycle process or correct the standards when actual repair
times significantly deviate from the standards.

C3.5.3.2.6. Safety Level Computation. The objective of
the safety level computation is to f£ind the level of buffer stock
that will minimize the total variable cost of achieving a
specified response time goal or minimizing response time, subject
to a budget constraint. Variable costs consist of the cost-to-
order, the cost-to-hold, and an implied shortage cost of not
achieving a specified response time goal.

C3.5.3.2.6.1. To avoid unnecessary procurement or
repair actions, an item's safety level shall be constrained to a
maximum of three standard deviations of lead time demand or the
lead time demand, whichever is less.

C3.5.3.2.6.2. To limit long response times for
customers, the DoD Components may add a constraint to an item’s
safety level computation that limits the expected response time
in the computation to less than or equal to a given maximum time.
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C3.5.4. Retail Demand-Based Requirements Computations
C3.5.4.1. Policy

C3.5.4.1.1. Requisitioning Objective. The
requisitioning objective for a demand-based item shall establish
the target quantity for replenishing the item’s level of stock by
requisitioning or through local procurement.

C3.5.4.1.2. Operating Level (OL). The OL is a retail EOQ
and, as such, is a function of the cost-to-order or cost-to-
requisition and the cost-to-hold an item of retail inventory.

C3.5.4.1.3. Retail Reorder Point. The objective of a
reorder point is to identify when an order should be placed to
replenish stock for an item. Demand-based items may be
requisitioned or locally procured when the assets on-hand and on-
order are equal to or less than the reorder point.

C3.5.4.1.4. Order and Shipping Time Level (OSTL). The
OSTL is a function of the anticipated number of maintenance
replacements, that require supply from external sources, and the
item's order and shipping time.

C3.5.4.1.5. Local RCL for Reparable Items. The RCL is a
function of the anticipated number of maintenance replacements
that will be repaired locally and the item's local repair-cycle
time.

C3.5.4.1.5. Safety Level (SL). The SL is a function of
the probabilities that the repair-cycle time will be exceeded;
the order and shipping time will be exceeded; the maintenance
replacement rate will be higher than forecasted; and a number of
maintenance replacements, anticipated for repair at the activity,
will require resupply from external sources. The SL considers
the degree of risk of being out of stock.

C3.5.4.2. Procedures

C3.5.4.2.1. Requisitioning Objective Computation. The
requisitioning objective for a demand-based item shall be the sum
of its OL and retail reorder point. A replenishment action
(i.e., the establishment of a requisition or local procurement)
should be taken when the asset position reaches the reorder
point. The replenishment quantity should equal the
requisitioning objective, minus the asset position.

C3.5.4.2.2. OL Computations. The standard Wilson EOQ
formula, or variations of it, shall be used to compute the OL
when future demand is assumed constant. When future demand
varies according to a planned schedule of time-phased
requirements, such as demand supporting a depot maintenance
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program, a dynamic variation of the EOQ model (e.g., the Wagner-
Whitin heuristic) may be used to compute target order quantities.

C3.5.4.2.2.1. In computing an OL for a reparable item,
the rate of demand for resupply from external sources, rather
than the total demand (maintenance replacements), shall be used.

Cc3.5.4.2.2.2. An OL shall be limited to a maximum of
12 months. An OL for items associated with an end item that is
being phased out or with a trend of declining demand shall be
adjusted downward accordingly.

Cc3.5.4.2.3. Consumable-Item Reorder Point Computation.
The reorder point for a demand-based consumable item should be

the sum of the item’s order and shipping time level, safety
level, and any applicable non-demand-based levels.

C3.5.4.2.4. Reparable-Item Reorder Point Computation.
Reorder points for reparable items shall be determined as a

function of maintenance replacements and shall be tailored to
individual item characteristics related to conditions existing at
the individual retail level supply points, taking into
consideration factors such as:

C3.5.4.2.4.1. Forecasted rate of maintenance
replacement.

C3.5.4.2.4.2. The percent of total maintenance
replacements locally repaired.

C3.5.4.2.4.3. The applicable standard for field repair
cycle time.

C3.5.4.2.4.4. The percent of total maintenance
replacements not locally repaired.

Cc3.5.4.2.4.5. The order and shipping time.

c3.5.4.2.4.6. Cost factors such as the cost-to-order
materiel and the cost-to-hold inventory.

c3.5.4.2.5. Safety Level Computation. The objective of the
safety level computation is to protect against being out of stock
by finding the level of stock that will minimize the total
variable cost of achieving a specified performance goal or
maximizing performance, subject to a budget constraint. Variable
costs consist of the cost-to-order, the cost-to-hold, and an
implied shortage cost of not achieving a specified performance
goal.

C¢3.5.5. Limited Demand and Non-Demand-Based Requirements

Cc3.5.5.1. Policy
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Cc3.5.5.1.1. Limited Demand Stockage. Essential items
with low demand that do not justify being stocked based on
economics and cannot be supplied by direct vendor delivery may be
stocked as limited demand items. However, their stockage and
replenishment quantities must be constrained. At the retail
level, these guidelines apply:

¢3.5.5.1.1.1. sStockage of limited demand items shall
be authorized primarily during the initial period of operation of
a unit, an activity, or a piece of equipment while demand data
for the inventory are being accumulated.

¢3.5.5.1.1.2. For some items and in some operational
environments, a continuing need may exists to stock items which
do not, and are not expected to, qualify as demand-based items
based on the economic criteria.

c3.5.5.1.2. Insurance Stockage. Essential items with no
forecast of failure or demand may be stocked as non-demand-based
insurance items at the wholesale level.

Cc3.5.5.1.3. Planned Program Stocks. Non-demand-based
stockage is authorized to satisfy non-recurring requirements
evolving from one-time programs.

Cc3.5.5.1.4. Life-of-Type Items. Some items are
classified as “life-of-type” because they are not produced after
production of the major end item is completed; therefore, the
total issues anticipated during the life of the end item are
forecast and procured at the wholesale level. Other diminishing
manufacturing sources alternatives addressed in Chapter 1 should
be explored prior to a life-of-type buy. When life-of-type buys
are necessary, procurement shall occur as close as possible to
one lead time away. '

Cc3.5.5.2. Procedures

c3.5.5.2.1. Limited Demand Stockage Quantities

C3.5.5.2.1.1. At the wholesale level, limited demand
items shall be stocked in quantities not to exceed two minimum
replacement units except when specific documented analysis
supports an alternative quantity that is more cost effective or
is required to meet an explicit customer requirement.

C3.5.5.2.1.2. As the probability of limited demand
items being demanded is relatively low, stockage at the retail
levels should be kept to a minimum, consistent with the
operational environment and the relative essentiality of the
item.

C3.5.5.2.2. Insurance Stockage. One minimum replacement
unit of an item may be stocked for insurance purposes. Insurance
items may be replenished when issued.
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¢c3.5.5.2.3. Planned Program Stocks. The authorized
stockage is equal to the sum of the approved programmed
requirements only. No safety level or lead time quantities are
authorized. Planned program requirements are supplemental to any
demand-based requirement objective for an item.

Cc3.5.5.2.4. For limited demand and all established non-
demand-based stockage items at the retail level, these procedures

apply:

¢3.5.5.2.4.1. Except for items being provisioned, the
range and depth of stock shall be reviewed and the continued need
for such levels validated annually by the initiator and the DoD
Component approval authority. Limited demand and non-demand-
supported stockage levels for provisioning items shall be
reviewed and validated at the conclusion of the demand
development period. A more frequent review and validation may be
established if required by the using Component. The
authorization for requirements that are not validated shall be
promptly deleted, and assets on hand shall be reported and/or
disposed of, in accordance with the retention and transfer
policies in Chapter 4.

¢3.5.5.2.4.2. The DoD Components shall establish both
a requisitioning objective and a reorder point. Since the
probability of demand is normally small, it may not be prudent to
replenish a level immediately on making an issue. To defer
and/or avoid reinvestment costs, the DoD Components shall develop
reorder point computations that, when taking into account the
investment cost and risks of being out of stock, may result in a
fractional portion of the requisitioning objective as the reorder
point instead of an across-the board policy of the requisitioning
objective less one.

C3.5.6. Non-Stocked Items

C3.5.6.1. Policy. No stockage level is authorized.

C¢3.5.6.2. Procedure. The procurement quantity is initiated
on receipt of a valid requisition and is normally limited to the
requisition quantity. Exceptions are allowed on an individual
item basis, but must be fully documented for each item.

C3.6. SECONDARY ITEM WAR RESERVE REQUIREMENTS

C3.6.1. Policy

Cc3.6.1.1. The DoD Components shall acquire and maintain, in
peacetime, war materiel inventories sufficient to sustain
operations, as prescribed in Defense Planning Guidance scenarios,
for committed forces.
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C3.6.1.2. To reduce reaction time and to sustain combat
forces until resupply channels may be established, war materiel
inventories shall be sized, managed, and positioned to maximize
flexibility to respond to the regional contingencies approved for
planning in the Defense Planning Guidance, while minimizing the
DoD investment in inventories.

C3.6.1.3. Each Military Service shall fulfill that policy
at an equivalent level of support.

C3.6.1.4. War materiel inventories shall include retail
peacetime operating stocks, training stocks, and war reserve
stocks.

Cc3.6.1.5. Industrial preparedness planning, host-nation
support agreements, and commercial specification materials and
capabilities shall be employed whenever possible to minimize the
inventories needed to satisfy war materiel inventory
requirements.

C3.6.1.6. Only those war reserve items with production lead
times that exceed 30 days shall be held in wholesale war reserve
stocks.

C3.6.2. Procedures. As part of their biennial Program
Objective Memorandum (POM) and annual budget estimate
submissions, the DoD Components shall provide information on the
methodology they use to implement the war reserve policy in this
Regulation and assign war reserve funding priorities.

C3.7. STRATIFICATION
C3.7.1. Policy

c3.7.1.1. The goal of the stratification process is to
uniformly portray the materiel requirements and assets of
individual secondary and ammunition items at the wholesale and
available retail levels. Stratification policy and procedures
for ammunition items are in subsection C6.8.2, below.

C3.7.1.2. Each DoD ICP shall accomplish the inventory
stratification for each item under its management cognizance.

Cc3.7.1.3. Secondary items shall be summarized by the weapon
system, budget category, and the IMM.

¢3.7.1.4. Military Service secondary item stratification
processes shall be developed, in accordance with the procedures
that follow in paragraphs C3.7.2.1 through C3.7.2.3, below, which
address how serviceable, unserviceable, and suspended assets are
to be applied to the gross requirements quantity. Asset
condition codes that fall into each of those categories are
defined in DoD 4000.25-7-M-S~1 (reference (u)). The
stratification results shall be utilized as the basis for
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developing reparable item procurement and repair budget
requirements, IMM repair scheduling and depot induction
requirements, and for the development and execution of depot-
level reparable item maintenance programs.

Cc3.7.2. Procedures

C3.7.2.1. Stratification is the process of applying assets,
by type (from the most to least serviceable condition), for an
individual item against the requirements for the same item in a
prescribed priority sequence. Individual item asset and/or
requirement comparisons shall be converted to dollars and
summarized into dollar value stratification summaries.
Subsequently, the results may be rearranged to facilitate
analysis. The basic supply data on assets and requirements may
be accumulated and stored in any applicable manner at the
Components' option. Secondary item assets shall be stratified at
least semiannually. One stratification shall be as of September
30 (for inventory reporting and funding reviews), and the other
shall be as of March 31 (for budget preparation).

Cc3.7.2.2. The Central Secondary Item Stratification (CSIS)
and the Local Secondary Item Stratification (LSIS) shall
uniformly display the materiel requirements and associated asset
status of individual secondary items and generate summaries of
essential information. The stratification tables shall be based
on data and factors used in the daily management of the
individual items. The tables shall provide the foundation for
developing secondary item procurement and depot maintenance
budgets, determining the readiness status, and relating assets to
the Approved Acquisition Objective (AAO). If a methodology other
than stratification is used as a foundation, an audit trail to
the applicable stratification table must be submitted to the
DUSD(L).

¢3.7.2.3. The DoD stratification is designed to provide
visibility of retail and wholesale requirements, assets (on-hand
and on-order), and overages or shortfalls. The stratification
shall be accomplished, in accordance with DoD 4140.1-M (reference
(hh)).
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C4. CHAPTER 4

ASSET MANAGEMENT

C4.1. REQUISITIONING

Cc4.1.1. Policy

C4.1.1.1. Requisition Initiation

C4.1.1.1.1. Each Military Service and Defense Agency
shall establish authorization to requisition materiel from the
DoD supply system. By agreement with the GSA, civilian Agencies
may requisition materiel through the establishment of an approved
DoD Activity Address Code.

c4.1.1.1.2. Establishing the frequency of submitting
requisitions and the order quantities is the prerogative of the
requisitioner.

C4.1.1.1.3. Requisitions shall be submitted
electronically. The communication of requisitions and related
documents by other means is authorized only in exceptional
circumstances.

c4.1.1.1.4. Identifying a requisition as either a
recurring or non-recurring demand is the responsibility of the
requisitioner.

C4.1.1.1.4.1. A recurring demand is a request to
satisfy a materiel requirement for consumption or stock
replenishment that is anticipated to occur periodically or to
occur randomly with a reasonable probability of recurrence.

C4.1.1.1.4.2. A non-recurring demand is a regquest to
satisfy a materiel requirement known to be a one-time occurrence,
such as requests to provide initial stockage allowances, to meet
pPlanned program requirements, or to satisfy one-time maintenance
requirements. Other examples of non-recurring demands include
increases in the range of items authorized by tables of allowance
or increases in the depth of stock that an activity is authorized
to hold.

C4.1.1.2. Requisition Modification. When required,
requisitioners should modify previously submitted requisitions
for which the requisitioned material has not yet been delivered
rather than submit additional requisitions.

C4.1.1.3. Requisition Cancellation. Requisition
cancellation requests shall be submitted when there is no longer
a requirement for the requisitioned item regardless of line item
dollar value or supply status received. Cancellation regquests
for which materiel release orders and/or purchase requests have
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not been submitted to depot and/or storage and/or procurement
activities shall be effected immediately regardless of dollar
value or quantity. Supply sources and procurement and storage
activities are responsible for exercising the fullest practical
resourcefulness in preventing the issue and shipment of unwanted
materiel for which materiel release orders and/or purchase
requests have been submitted to depot, storage, and/or
procurement activities.

C4.1.1.4. Requisition Priority

C4.1.1.4.1. Customers of the supply system shall
determine and communicate the relative precedence of their
individual materiel requirements by the application of priority
designators, required delivery date (RDD) entries and approved
0SD or CJCS project codes. Applicable priority designators shall
be determined, in accordance with the Force or Activity
Designator (FAD) assigned to them and the application of the
applicable Urgency of Need Designator (UND).

c4.1.1.4.1.1. 2Appendix 8 specifies the methodology
that activities shall use in determining the priority designator
for a supply system requirement. Appendix 9 specifies the
criteria and responsibilities for FAD assignment and control. DoD
4000.25-1-M (reference (n)) specifies the criteria,
responsibilities, controls and methodology for the determination
of the appropriate UND, as well as RDD entries and assignment
and/or use of 0SD or CJCS project codes.

C4.1.1.4.1.2. Normally, higher priorities are
associated with greater urgency of need. However, where
inventory cost savings are demonstrated to be greater than the
additional transportation costs, the Military Services may
designate transportation priorities that expedite routine
replenishment requisitions by entering an RDD with a specific
Julian date and must remunerate the managing IMM accordingly.
Priority designators shall not be abused to expedite the
transportation of routine replenishment shipments.

C4.1.1.4.2. Supply sources shall process all
requisitions under the time standards given in Appendix 8 unless
variations are authorized, in accordance with required delivery
date, required delivery period, the 0SD and/or the Chairman of
the Joint Chiefs of Staff or Service and/or Agency project
requirements, commodity-unique rules, or established wartime
and/or contingency materiel allocation procedures that are in
effect. Supply sources shall consider the total cost of
processing requisitions (to include inventory, distribution, and
transportation management considerations) in their decision-
making processes.

C4.1.1.4.3. A wartime and/or contingency materiel

allocation process shall be established to determine requisition
processing and materiel release and shipment precedence in the
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DoD supply and transportation system. The wartime and/or
contingency materiel allocation process shall be compatible with
all other processing rules of the system. The system shall
provide the capability to activate additional materiel allocation
rules into the automated processes of the system to ensure the
balanced flow of required materiel to units involved in wartime
or contingency operations. The system shall be used to provide
support to the Joint Materiel Priorities and Allocation Board in
the allocation of scarce materiel during wartime or contingency
operations. The wartime and/or contingency materiel allocation
process shall be activated at the request of the Chairman of the
Joint Chiefs of Staff.

c4.1.1.4.4. Only war reserve stocks that are acquired
with funds that are limited to that use by statute shall be
protected. However, if protected war reserve stocks are used to
satisfy peacetime requirements, the stocks may be replaced with
war reserve reinvestment funds. War reserve stocks acquired
through stratification shall not be replaced if consumed.

c4.1.1.4.5. When a DoD Component executes a contract
that allows for a commercial contractor to requisition materiel
from the DoD distribution system, the DoD contracting officer
shall advise the contractor of the priority designators to be
shown in such contractor-prepared requisitions. The direction to
the contractor should take cognizance of the FAD of the national
priority program, force, or activity for which the contract is
executed, and potential urgencies of need.

C4.1.1.5. Pipeline Status. Supply sources shall provide
timely status information for each requisition, follow-up,
reinstated requisition, requisition modifier document,
redistribution order, passing order, referral order, and materiel
release order processed.

C4.1.1.6. Receipt Acknowledgment. Receipt of all shipments
of materiel resulting from the requisition process shall be
acknowledged by receiving activities.

C4.1.1.7. Management of Requigitioning Procedures.
Management of requisitioning procedures shall be accomplished
under DLMS (see Section C2.1).

C4.1.1.8. Presidential Determination. Under Public Law
104-164 of July 1996 (reference (ii)), the President is
authorized to drawdown articles and services from any Agency of
the U.S. Government for the following:

Cc4.1.1.8.1. Counternarcotics;
C4.1.1.8.2. United Nations peacekeeping efforts;

C4.1.1.8.3. International disaster assistance;

57




Cc4.1.1.8.4. Migration and refugee assistance;

Cc4.1.1.8.5. Prisoner of war (POW) and/or missing in
action (MIA) efforts in Vietnam, Cambodia, and Laos.

C4.1.2. Procedures

Cc4.1.2.1. The detailed procedures for the establishment of
DoD activity address codes are in DoD 4000.25-6-M, Parts I
through III (references (a) through (c)). References (a) through
(c¢) have the data elements, codes, formats, and instructions
necessary for the establishment of activity address codes.

C4.1.2.2. The detailed procedures for requisitioning are in
DoD 4000.25-1-M (reference (n)). Reference (n) has the codes
(including the recurring and non-recurring demand codes),
formats, forms, time standards, and instructions for the
submission and processing of requisitions, modifications, follow-
ups, and cancellations.

C4.1.2.3. The detailed procedures for acknowledging receipt
of materiel are in DoD 4000.25-2-M (reference (p)). Reference
(p) has detailed guidance on preparing and processing materiel
receipt acknowledgment documents.

C4.1.2.4. To reduce OST and minimize the layering of
inventory in support of specific consumer requirements
(replenishment or end-use), requisitions shall be processed
directly to the supporting intermediate or wholesale echelon, as
applicable. Normally, no more than one intermediate supply
activity should be included in the requisitioning channel for a
consumer.

C4.1.2.5. The procedures for Presidential drawdown are as
follows:

c4.1.2.5.1. The DoD Components, when directed to provide
material and/or services, shall drawdown these assets and/or
services from existing DoD stocks and/or resources and shall
absorb the cost associated with the material, as well as, staging
and transportation costs, and when necessary, rehabilitation
charges.

C4.1.2.5.2., The DoD Components shall be responsible for
logistical, financial (funding and/or appropriation) and budget
reporting with guidance from the Defense Security Assistance
Agency (DSAA).

C4.2. MATERIEL RETENTION AND RETURNS

C4.2.1. Wholesale Retention
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C4.2.1.1. Policy

Cc4.2.1.1.1. Except for ammunition, principal and
secondary items shall be stratified applicably AAO stock,
Economic Retention Stock (ERS), Contingency Retention Stock
(CRS), and potential reutilization stock. Stratification policy
and procedures for ammunition items are in subsection C6.8.2,
below.

Cc4.2.1.1.2. ERS is stock above the AAO that is more
economical to retain than to dispose of. To warrant economic
retention, an item shall have a reasonably predictable demand
rate.

c4.2.1.1.3. CRS is stock above the AAO and above the ERS
level, if one exists, that is held to support specific
contingencies.

Cc4.2.1.1.4. To ensure that retention stocks correspond
with current and future force levels, the DoD Components annually
shall review and validate their methodologies for making economic
and contingency retention decisions.

c4.2.1.1.5. IMMs may retain wholesale stock up to the
sum of the AAO, ERS, and CRS. Stocks above that sum are
potential reutilization stock and shall be subject to transfer to
the Defense Reutilization and Marketing Service (DRMS).

C4.2.1.1.6. Personnel involved in wholesale materiel
management functions should be evaluated on their performance in
eliminating wasteful retention practices and achieving cost
savings in the retention of stock. In particular, item managers
and distribution system managers should be evaluated on the
timely handling of disposals.

c4.2.1.2. Procedures

C4.2.1.2.1. The methodology used to set the maximum
level of ERS for an item, that is, its economic retention level,
should be based on an economic analysis that balances the costs
of retention and the costs of disposal. The DoD Components
should consider in the economic analysis the costs of retaining
item stocks, the potential long term demand for the item,
potential repurchase costs, and, for items essential to the
operation of a weapon system, the expected life of the system and
the number of systems in use. The analysis may be accomplished
on an item-by-item basis or for logical commodity groupings or
for specific end item applications.

C4.2.1.2.2. For weapon-system items, economic retention

levels shall be reduced in proportion to any reduction in the
number of systems in use.
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Cc4.2.1.2.3. The Components’ annual review of economic
retention methodologies should focus on:

C4.2.1.2.3.1. Better analyses supporting retention
decisions through the use of forecasting models that take into
account potential .future upward or downward trends in demand
and/or the uncertainties of predicting future long term demand
based on historical data.

C4.2.1.2.3.2. Improved estimates for costs used in
retention decision-making.

C4.2.1.2.4. The DoD Components shall identify CRS
according to these categories:

c4.2.1.2.4.1. Military contingency: assets needed to
meet military contingencies for U.S. Forces.

c4.2.1.2.4.2. Potential security assistance: assets
held in expectation of foreign military demand under U.S.
security assistance but not under CLSSA (i.e., non-CLSSA).

c4.2.1.2.4.3. General contingency: assets based on
potential usefulness, for extreme reprocurement problems, or
other special considerations involving nonmmilitary contingencies,
such as civil emergencies or natural disaster relief.

C4.2.1.2.5. Items unigque to a weapon system that is
being withdrawn from use should be reviewed for possible
contingency retention. Stocks on items with potential security
assistance contingency retention shall be held based on
historical demand and anticipated sales from foreign non-CLSSA
customers. Stocks on items with no contingency retention may be
held for up to 1 vear after the phaseout of the weapon system,
with a written determination by the Commander of the applicable
IMM that holding the stocks is in the interest of the Department
of Defense, or up to 2 years, with a determination by the Head of
the Agency responsible for maintaining the stocks that they are
required in the interest of national security.

C4.2.1.2.6. Since the orientation of contingency
retention is different from economic retention, the Components’
annual review should focus on an item-by-item verification that
the reason for contingency retention still exists and the coding
of the reason for contingency retention is correct. The DoD
Components shall establish goals for validating or eliminating
their item contingency retention stocks. Stocks held for
potential security assistance shall be disposed of after two
years without demand.

C4.2.1.2.7. IMMs shall make final decisions, normally
within 60 days, on assets categorized as potential reutilization
stock. When a disposal release order is issued, the depot should
transfer the assets to the Defense Reutilization and Marketing
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Office (DRMO), normally within 45 days. ICPs shall follow-up
quarterly on disposal release orders to ensure that depots have
transferred the applicable items to the DRMO.

C4.2.2. Retail Retention

C4.2.2.1. Policy. To guard against variable demand and the
associated unnecessary costs of returning and later reordering
materiel, retail supply activities may have retention levels for
the demand-based items.

C4.2.2.2. Procedures. The DoD Components may retain item
assets at a retail supply activity up to the sum of the approved
war reserve level, the requisitioning objective, and a maximum of
24 months' worth at anticipated issue or wear-out rates. If the
holding Component does not authorize retail retention, the local
retention level for an item is its requisitioning objective.

C4.2.3. Reporting and Return of Retail Assets Above Local
Retention Levels

c4.2.3.1. Policy

C4.2.3.1.1. All serviceable assets or economically
repairable assets above a Component’s retention limit at a retail
supply activity shall be reported to the wholesale manager for a
determination as to disposition. To guide the wholesale manager
in making an economically viable decision on disposition, the DoD
Components shall establish criteria such as cost-to-process,
cost-to-hold, and cost-to-ship. Based on that criteria, the
wholesale manager shall advise the holding Component to do the
following:

Cc4.2.3.1.1.1. Return the reported assets to wholesale

stocks;

C4.2.3.1.1.2. Laterally redistribute the reported
assets;

C4.2.3.1.1.3. Temporarily retain the assets in-place;
or,

Cc4.2.3.1.1.4. Assume local disposition as the reported
assets are not returnable.

C4.2.3.1.2. As an alternative to procurement to satisfy
operational requirements within the budget year, wholesale
managers shall accept returned assets and provide a financial
credit to the owning Component. The financial credit provided
for items authorized for return by the wholesale manager shall be
the latest acquisition price.
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C4.2.3.1.3. Authorized returns of assets beyond the
budget year, or to satisfy the currently unfunded portion of the
war reserve requirements, shall be without credit.

C4.2.3.2. Procedures

Cc4.2.3.2.1. If serviceable assets of consumable and

reparable items or unserviceable-but-economically-repairable

assets of reparable items exceed the local retention levels at a
retail supply activity, the holding Component shall report as
soon as practicable, but at least quarterly, those assets to the
wholesale manager.

c4.2.3.2.1.1. Reports shall be for full unit-of-issue
quantities only.

c4.2.3.2.1.2. U.S. Government activities
returning materiel are cautioned that the returning activity
may be held responsible for costs incurred by the receiving
activity when discrepancies are reported and validated.
Recoupment action by the IMM against the initiator may
include all cost reimbursable actions performed by the
receiving activity such as repackaging, marking, and/or
disposal.

C4.2.3.2.2. Reported assets that the wholesale manager
does not authorize for